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In the August and September, 1911, numbers of THE JouRNAL 
or AccounTANCY, I wrote in regard to that doctrine of law ap- 
pertaining to Confidential Communication and Privileged Com- 
munication. I shall now devote a little time to the law of Mali- 
cious Prosecution, which, to my mind, is a very important one 
to accountants; one which grows in importance in proportion to 
the growth of reputation. 


There are few reputable accountants but at one time or other 
have something to do with either a threat of prosecution or an 
actual suit involving the principles of malicious prosecution. This 
is due to the fact that they had discovered defalcations which the 
prosecuting attorney failed to prove technically and legally ac- 
cording to the ancient and cumbersome rules of law in such a 
manner as to convince the court or jury. Naturally the defaulter, 
appearing to feel highly injured, endeavors to obtain balm money 
under the guise of vindication by joining in a damage suit every- 
one connected with the prosecution or who made any statement 
in connection with the defalcation prior to the trial therefor. 

In a case of defalcation the accountant employed is expected 
to report in writing the facts as found at the time of his exam- 
ination. If he has done his duty properly, the inevitable conclu- 
sion of a defalcation must be drawn from the report, even 
though he himself is careful in avoiding such implication or 
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inferences. His report or statements will, therefore, naturally 
result in public prosecution and he be thus drawn into the suit 
through doing his duty. 

Having had the opportunity in the past year of defending 
on my own behalf a suit of malicious prosecution with which four 
able attorneys for co-defendants and myself were connected, I 
believe that I have some information which may be of value to 
accountants. Having been the principal defendant in the case, I 
have fought this suit purely from the standpoint of the account- 
ant’s rights, his duties and his attitude toward his client as well 
as toward the defaulter, based squarely on the merits of the 
case, and I have refused to take advantage of technicalities so 
common in law suits. We came out after a ten-days’ trial with 
flying colors and a directed verdict. 

As in my article on Confidential and Privileged Communica- 
tion, I shall first state the law briefly, in general, and in laymen’s 
language, followed by law-book quotations which will give to 
those who desire to investigate the matter in greater detail a 
clear conception of all the law therewith connected. My object 
is to impress upon my fellow practitioners the fact that while 
an accountant must be tactful in the handling of his clients and 
those subject to his investigation he also should learn to exercise 
tact for his own protection and know just how far he may go 
in his statements and particularly in his speech and conduct 
while doing the work to avoid liability for damages in a suit for 
malicious prosecution. 

Where a person has made certain statements, the publication 
of which results in actual or supposed damage to the name or 
reputation of another, the person making the statement may be 
liable to a civil suit for libel or slander and in these two suits the 
doctrines mentioned of Privileged Communication and Confiden- 
tial Communication may be invoked as a defense. However, 
when the person in addition to having been libeled or slandered 
as just stated, has become a defendant in a law suit, either civil 
or criminal, the law of malicious prosecution applies and damages 
may be recovered from the parties making the statement causing 
the prosecution or aiding therein in circumstances to be men- 
tioned. 

As stated before, the prosecution leading to the damage com- 
plained of in the suit of malicious prosecution may be either 
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criminal or civil. This means that the accountant may be liable 
to be sued for damages in all ordinary cases of investigation and 
audits, as well as in cases of defalcation; for a suit may lie upon 
information given leading to almost any kind of civil suit, such 
as for accounting, receivership, dissolution of partnership, bank- 
ruptcy, attachment, etc., all of which, and in fact nearly 
all the suits upon which are based malicious prosecution, may be 
traced in a great many instances to the facts disclosed by ac- 
countants. It is very easy in this country to start a suit of any 
kind—yet, do not be alarmed, for it is not easy for the damaged 
party to obtain a verdict in his favor, and the reason for this 
is not difficult to find. The law fully recognizes that if it were 
easy to recover damages in a law suit such as the one herein under 
observation, it would then be very difficult to put the law in 
motion in case a wrong or a crime had been committed. The law 
does not set itself in operation, it requires the act of a reputable 
human being; hence the person knowing the circumstances lead- 
ing to the crime should be allowed freely to direct the attention 
of the law to the act committed. Therefore, in order to allow 
this freedom, the law has decreed that all the elements consti- 
tuting the evidence should be present, not only one at a time but 
all concurrently, and all must be conclusively proven. 


However, as we shall see, there are circumstances in which 
one of the elements may be inferred from the severeness or extent 
to which the other elements appear to exist. The elements which 
must exist before the action lies may be enumerated briefly to 
be: first, the commencement, continuation and conclusion of the 
criminal or civil malicious proceedings; second, the defendant 
must be the proximate or efficient cause of the starting of the 
criminal or civil proceedings; third, the act complained of must 
have been determined in favor of the plaintiff ; fourth, there must 
be an absence of probable cause for the starting of the pro- 
ceedings ; fifth, there must be present the element of malice; sixth, 
damage to the plaintiff; and /astly, in case of more than one 
defendant, a conspiracy. From this it will be seen that the law 
has woven in favor of the informant a protection of sufficient 
strength to render the recovery of damages difficult. For the 
case must, indeed, be an aggravated one in which all these ele- 
ments exist at one and the same time, in sufficient degree to 
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convince a jury that damages were inflicted, malice actually 
existed and all prompted by a vindictive motive. 


Circumstances may place a man in such a peculiar position 
that it would appear that the occurrence of all of these things 
at the same time or the concurrence of them is undeniable and 
such a position is easily forced on an accountant by imposition 
or by uncontrollable circumstances. This was especially true in 
my own case before mentioned. It will illustrate how careful an 
accountant should be and how, though innocent, he may be drawn 
into an expensive damage suit unless familiar with the law points 
involved. It is not very easy to make a full and true statement 
not subject to misinterpretation, and at best most of it is not 
often made in writing; it is very easy to swear out the warrant 
upon the advice of the attorney; it is very easy to make a state- 
ment in the belief of a man’s guilt or, after you have spoken with 
an attorney, to say he is guilty of a crime; it is very easy to insist 
on substantiating your figures; it is very easy to become excited 
when they are drawn in doubt and you desire to stand by them; 
it is also very easy to make the statement that the facts asserted 
by you are easily proven; it is very easy also to attend meetings 
with the person who is doing the prosecuting, the witnesses and 
the attorneys; it is also very easy to talk about these matters 
with various persons before prosecution or a suit is even thought 
of, especially when the embezzler or guilty party is denying your 
statement. Any and all of these acts taken separately and in the 
course of ordinary events are very natural and very innocent. 
Yet, they may become more serious, for it might develop in the 
case that your employer really had malice in his heart and used 
the accountant as a tool; that he really did know more about 
the facts than you; that he was a party to the acts complained 
of; that he had access to matters with which you were not 
familiar ; and, worse, he had an ax to grind with the result that 
the complaint of his malice was well founded. In such a case, 
it is very difficult for the accountant to prove that he was not a 
joint wrongdoer, inasmuch as he voluntarily or involuntarily 
took an active part in the various steps mentioned of bringing 
the guilty party before the bar. 


Let us now examine a little more minutely these easy, ordi- 
nary, natural, innocent acts: 


162 


Malicious Prosecution 


Many accountants (and happily I am not one of them) do 
not always take the absolutely necessary precaution of writing 
their findings in such minute detail that when presented to the 
attorneys we can afterwards prove that the report embraced all 
material facts to the exclusion of oral statements, which they 
might deny. For in order to plead as an absolute defense the 
advice of counsel, we must prove beyond a doubt that we had 
not concealed any material facts from the attorney. If we fail 
in this, then, of course, we are guilty; and how can we prove 
what we did or did not unless we issue everything carefully in 
writing? The moral, therefore, is: Do much writing and little 
talking, except the parrot-like repetition of the writing. 


What is more natural than to be asked by the client or attor- 
ney to swear to the complaint which causes the warrant to be 
issued for the arrest of the supposedly guilty party or to swear 
to some affidavit to support the complaint in a civil suit? This 
request is made upon the usually true representation that we know 
more about the facts than anyone else and are therefore the 
proper parties for this swearing. It is as easy to fall into the 
extending of this favor as to endorse a note for a bosom friend in 
good standing; for should we refuse to comply with the client’s 
request, it might immediately cast the suspicion that we are not 
so sure of our figures and probably are in fear of having made 
grave errors. In such a case few accountants have the moral 
courage to say “No” for fear it may lose them a good client, 
though the attorney informs them (and properly so) that even if 
all their findings should prove wrong in the trial, they are in 
no danger so long as they were true to their best knowledge 
and belief at the time of swearing. The acts mentioned may 
easily be interpreted by the opposing side as being due to an 
interest in the case, and as accountants are usually not paid until 
the conclusion of the case, the accusation of a contingent fee is 
an easy and ready weapon. We, therefore, should have the moral 
courage to say at all times, No. We are not in the business of 
prosecuting defaulters; we are unlucky enough to be forced to 
detect them. Our work and reputation should be all that is 
required from us, and the witness stand is the proper protective 
place to substantiate our findings. If our clients have no con- 
fidence in our work we cannot afford to have them as clients. 
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We certainly have our convictions and we are entitled to 
them, and it is easy to be led in a conversation to the state- 
ment that a person embezzled, stole or took money. We should 
not do that. We cannot go beyond the expression that “so much 
remains unaccounted for,” or to the extreme edge of safety, 
“He is short so much.” If we make a statement that a person 
is guilty of a crime before an attorney has passed upon his guilt 
or has pronounced the act to be a crime or an infringement upon 
the law, our statement is an act upon which a law suit for dam- 
ages may lie, for the making of such an accusation may be attrib- 
uted to the fact that we were biased and prejudiced beforehand 
that he should be guilty and therefore we found him so, and our 
positive statements lead the attorney to believe in the man’s 
guilt without arriving at that conclusion through his own inves- 
tigation. 

Probably the greatest danger lies in our behavior or conduct. 
If pushed to substantiate our figures we become excited, and it 
may be interpreted as anxiety to convict. If we answer the at- 
torney’s questions during the trial by prompting him in the asking 
of questions from the witnesses, because he wishes to bring out 
corroborating evidence to our findings (and which after all is 
perfectly natural because of the prosecuting attorney’s ignorance 
of accounting), that behavior may be shown as another evidence 
of our management of the prosecution and our conspiracy to 
convict an innocent man. If we respond to calls for meetings at 
the district attorney’s office to be questioned in the presence of 
client and other witnesses we are again accused of conspiracy. 
If we happen to go to that official in company with the client, we 
may be confronted with the accusation that we met for the 
specific purpose of convicting the plaintiff. What we said to 
the guilty man will be quoted or distorted to show bias, and so 
on ad infinitum. The danger of our conduct lies in the fact that 
if one can be drawn into the suit through the fact of conspiracy, 
all the acts of other joint wrongdoers may be attributed to the 
party having least to do with the prosecution and thus the ele- 
ments may be non-concurrent with each individual, but become 
concurrent when co-defendants can be joined as joint wrong- 
doers through conspiracy. The further danger of our conduct 
lies in the fact that through it and its excess malice may be 
proven. 
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While it may appear superhuman to protect ourselves against 
all the dangers mentioned, we must, however, remember that all 
the elements of the evidence must exist concurrently. There- 
fore, if we have guarded against one, we are safe, unless we 
should be so extremely careless in the others that we have lost 
what otherwise was gained. 


Having thus far considered the elements of proximate cause; 
malice and conspiracy, we may now turn our attention to the last 
one of importance, namely, the absence of probable cause for the 
starting of the proceeding. We should, of course, not start a suit 
or make a report implicating any one unless there is probable 
cause for doing so. The question then confronts us: What is 
meant, in a legal way, by probable cause? This is such a state 
of facts in the mind of the informant as would lead an ordinary 
and prudent man at that time to believe or entertain an honest 
and strong suspicion that the act complained of has been com- 
mitted, in spite of the fact that future developments may prove 
the contrary. If there is a want of such a probable cause, or 
in other words, if the probable cause as mentioned is lacking, then 
there exists a liability to the plaintiff for such damages as the 
jury may assess. Now it is usually very difficult for the mind 
of an average juryman to understand that the controlling ele- 
ments, in deciding whether or not there was a want of probable 
cause, are whether or not such facts existed in the mind of the 
informant at the time and prior to the starting of the prosecution. 
What happened after that time or whether there was actual guilt 
or not, or that there was a verdict of “not guilty” is wholly 
immaterial. The trial may show that the premises and facts the 
informant had in mind were all erroneous. He may now feel 
and even think that they are all wrong and that the crime has 
not been committed, yet if he believed honestly at the time he 
made the first complaint that they were right and that he had 
taken reasonable precaution to find out everything, acted impar- 
tially and with reasonable prudence, he has done all that is ex- 
pected of him and such will be sufficient to refute the charge of 
the plaintiff that there was want of probable cause. At the time 
of making the accusation he may even judge from veritable in- 
formation or deceptive appearances. However, the “honest be- 
lief” mentioned must be supported by good faith, precaution and 
reasonable grounds. 
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This may be illustrated from the usual work of an account- 
ant. When the client has discovered a defalcation, the accountant 
employed may be asked to make a special examination or investi- 
gation touching on the shortage only. If he failed to protect 
himself by a written report, stating the circumstances of special 
employment, he may be confronted by the client’s plea that he 
relied upon the advice of the accountant as well as the attorney, 
and would deny instruction of a part examination. It further 
might develop that an extended and full audit would have ex- 
plained the aggravating circumstances of the crime either wholly 
or in part. In such a case there is no doubt that the client would 
clear himself of the charge of malicious prosecution. The act 
of the accountant would then be designated by court and jury 
as so negligent, that the measure of want of probable cause be- 
came so prominent and serious that even malice might be in- 
ferred. We have seen that malice need not be specifically proven 
if the want of probable cause is extensive enough. 

From the above it will also follow that want of probable 
cause and want of malice cannot be proven in case we have acted 
regularly and honestly upon the request of the client and the 
advice of council and can prove beyond doubt that we have 
done so. 

I have stated that the defendant must be the proximate and 
efficient cause of starting the plaintiff’s prosecution either civilly 
or criminally. This does not mean that we personally must have 
started the prosecution. Under the doctrine of agency, the prin- 
cipal is liable for the acts of his servants and thus our assistants 
may bring us into trouble even though we had absolutely nothing 
to do with the case. All persons who involuntarily or voluntarily 
participate either directly or indirectly in the acts leading to the 
prosecution may become liable jointly and severally as principals. 
Herein lies the accountant’s danger, for we cannot issue or give 
out the knowledge we or our assistants have gained during the 
examination unless we participate voluntarily in the acts leading 
to the prosecution. It is, therefore, next to impossible to escape 
the doctrines of agency, conspiracy and of being the proximate 
and efficient cause of the prosecution. 

Our entire defense would then best be based on the advice 
of counsel and the refuting of the charges of want of probable 
cause and malice. 
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From what has been said, it will be readily seen that the 
accountant should always be extremely careful so to express 
himself and so to act in connection with employees, clients, wit- 
nesses, attorneys or others that he may not be accused of over- 
zealousness and thus be shown to have an interest in the case 
more than, upon request, having investigated the facts, exposed 
the wrongdoings, and collected the compensation for his em- 
ployment. 

The following quotations are given for the benefit of those 
who desire to investigate the law on the subject in more detail 
than that given above: 


I. DEFINITION 


DeriniTion. A malicious prosecution is a judicial proceed- 
ing, instituted by one person against another, from wrongful or 
improper motives and without probable cause to sustain it. An 
action for damages for being subjected to such a suit is called 
an action for malicious prosecution. NEWELL on Malicious Prose- 
cution, False Imprisonment and Abuse of Legal Processes, 6. 

There is a distinction between a malicious prosecution and an 
abuse of process. An abuse of legal process is where it is 
employed for some unlawful object, as where a man is arrested, 
or his property seized, in order to extort money from him, even 
though it be on a just claim other than that in suit, or to compel 
him to give up possession of a deed or anything of value, not 
the legal object of the process. NEWELL, 7. Want of probable 
cause is not an essential element in an action for abuse of process, 
nor is it required that the original proceeding shall have ter- 
minated. Paul v. Fargo, 82 N. Y. Suppl., 369. In an action for 
malicious prosecution, as we shall see, both of these are in- 
dispensable. 

A MERE ACCUSATION does not amount to a prosecution. The 
only injury sustained by the person accused when no process 
has been issued against him is to his reputation, and for such 
an injury an action for libel or slander is the proper remedy. 
Malicious prosecution, and not libel nor slander, is the remedy 
when a warrant has been issued. NEWELL, 14-16. 


Not FAVORED IN LAW. Actions for malicious criminal prose- 
cution are not favored by the law. Their tendency is to dis- 
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.ourage prosecutions for crime, and thereby endanger the order 
and peace of the community. NEWELL, 21-23; 26 Cyc., 7. A 
citizen having reason to believe, or entertain a strong suspicion, 
upon information or popular report, that a crime has been 
committed, must be allowed to appear and direct the attention of 
the grand jury to its investigation, without risk of being held 
liable for malicious prosecution. The criminal law does not 
enforce itself; it requires the agency of some informant to put 
it in execution. NEWELL, 27. 

AN ACTION LIEs in all cases where there is a concurrence of 
the following elements: (1) The commencement or continuance 
of a criminal or civil judicial proceeding; (2) its legal causation 
by the present defendant against plaintiff who was defendant in 
the original proceeding; (3) its bona fide termination in favor 
of the present plaintiff; (4) the absence of probable cause for 
such proceeding; (5) the presence of malice therein; and (6) 
damage resulting to plaintiff. 26 Cyc., 8. 


(To be Continued) 


Standardization of Accounting Forms and Methods 
By H. C. Benttey, C.P.A. 
(Seventh Article) 


The writer desires to express his appreciation for the several 
letters from readers of THE JouRNAL oF AccouNTANCY which 
have been contributed for publication, and also addressed to him 
personally. They have been a source of gentiine inspiration and 
help in his efforts to treat the form and arrangement of balance 
sheets and profit and loss statements for mercantile and manu- 
facturing businesses. 

There is one feature of the balance sheet which has been in- 
advertently overlooked in all previous discussions; viz., Deferred 
credits to profit and loss. This omission was brought to the 
writer’s attention through Mr. W. J. Patterson’s letter which is 
published in this issue. 

Expense items, incurred in advance of the current period of 
sufficiently large monetary value abnormally to affect the current 
earnings, provided the entire amount of such expenses were 
charged against the current earnings, should be shown on the 
asset side of the balance sheet under some such heading as De- 
ferred Charges to Profit and Loss. It would seem desirable to 
show these unusued expenses as the last group of items on the 
asset side. They consist of such things as: 


Insurance premiums prepaid 

Interest prepaid on notes discounted 

Rent prepaid 

Office supplies on hand 

Shipping department supplies on hand 

Store supplies on hand 

Stable supplies on hand 

Expenses incurred which are to be charged off in instal- 
ments during future periods: 
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Interior alterations on leasehold property 

Buildings, etc., constructed on leasehold property 

Patent rights 

Copyrights 

Bond discount (on bonds issued) 

Expenses of bond issue 

Bond premiums (on bonds acquired as permanent 
investments and carried in the investment ac- 
count at par) 

Underwriting expenses (on stock issues) 

Organization expenses 

Advertising propaganda 


In a manufacturing business there are repair parts, factory 
supplies and fuel on hand to be classified either as current assets 
or as deferred charges to profit and loss. It is quite usual to see 
them classified under the former sub-heading, presumably on the 
ground that their cost eventually finds its way into the cost of 
finished goods, and also because the cost of finished goods on hand 
and the cost of goods in process include a portion of the cost of 
repair parts, factory supplies and fuel used during the current 
period. Some of each of these items may from time to time be 
included in charges capitalized, or in the expenses of other than 
the production department. If such items are properly included 
under current assets why should not insurance premiums prepaid 
also be included under current assets since they are as current 
an asset and quite as applicable to production costs, as the other 
items mentioned? If repair parts and factory supplies are classed 
as current assets because they are of a current nature, then office 
supplies, stable supplies, rent prepaid, etc., should be similarly 
classified. If, on the other hand, they are classed as current assets 
because they eventually find their way into the cost of manu- 
factured goods why should not patent rights be included likewise 
provided their cost is being charged off during the legal life of 
the patents ? 

This detailed discussion of deferred charges to profit and loss, 
much of which is a repetition of what has been included in former 
instalments, is submitted in order to emphasize the logic of treat- 
ing the antithesis of such charges in exactly the opposite way. 
Deferred credits to profit and loss are the opposite of deferred 
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charges to profit and loss, and should be shown as the last group 
of liabilities on the balance sheet just preceding the elements of 
net worth. They consist of such items as: 


Interest received in advance 

Rent received in advance 

Discount on bonds (if bonds are carried in the investment 
account at par, and if the discount is to be apportioned 
and credited to income during the remaining term of 
the bonds) 

Bond premiums (if apportioned against the interest charges 
during the term of the bonds outstanding) 


These items are not accruing liabilities because they are con- 
stantly diminishing rather than accumulating or accruing. They 
are not reserves in any sense because they have not found their 
way into surplus, the intent being to defer taking that part of 
them into earnings which applies to future periods in order that 
such future periods may receive their proper proportion of the 
earnings realized in advance. They are earnings received in ad- 
vance and held in trust for the benefit of future periods, whereas 
deferred charges to profit and loss are advances made for ac- 
count and risk of future earnings. 7 


ProFit AND Loss STATEMENT FOR A MANUFACTURING BUSINESS 


In the preparation of a profit and loss statement the writer 
employs the same general arrangement regardless of whether it 
deals with a mercantile or a manufacturing business. 


The chief difference between a mercantile and a manufactur- 
ing profit and loss statement is in the elements which constitute the 
cost of goods sold. If, therefore, the cost of goods sold is worked 
out in detail in a separate statement, designated as exhibit B, 
schedule 1, it follows that the profit and loss statement, desig- 
nated as exhibit B need show only the final result of its supporting 
schedule: viz., the cost of goods sold during the period covered 
by the profit and loss statement. This plan makes possible a stand- 
ard form of profit and loss statement for both mercantile and 
manufacturing businesses, that may be understood by intelligent 
persons even though they are not familiar with the principles 
of double entry. 
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The profit and loss statement submitted in this instalment 
(see pp. 174, 175) is made up of fictitious items and amounts, 
with no attempt to exhibit a real or altogether complete statement 
of results from operations. Its function is to illustrate general 
form and arrangement, and to elicit criticisms, favorable or un- 
favorable as the case may be, from readers who are interested in 
having the form and arrangement of profit and loss statements 
for mercantile and manufacturing businesses standardized. 

Title: It is absolutely essential that the title should show the 
period covered by the statement of past performances, which the 
writer designates as a profit and loss statement for want of a 
name that is more generally understood. A balance sheet is a 
snap-shot of the going financial condition of a business, and hence 
it should bear the date upon which the financial condition is 
ascertained. A profit and loss statement is an analysis of one of 
the elements of net worth—the net profit, and the bare term 
“net profit” conveys no definite meaning unless it be accompanied 
by a statement describing the period of time during which the net 
profit was realized. 


Some readers of Tur JourNAL have suggested that “income 
and expenses” be substituted for profit and loss, while others favor 
“revenue and expenses.” No two or three words known to the 
writer are capable of describing all items commonly found in a 
mercantile or manufacturing profit and loss statement. Those 
who employ the term “income and profit and loss statement” 
should consider that the addition of the word “income” adds very 
little by way of describing the contents of the profit and loss state- 
ment. It is the word “loss” that needs to be eliminated or elabor- 
ated if a more descriptive title is desirable, since it is hardly cor- 
rect to consider all expenses and other charges against earnings 
as losses. The balance sheet is so called because it was originally 
a copy or analysis of the balance account at closing. The title is 
not descriptive of the balance sheet items except in a most general 
way. Is it not equally correct and desirable to call the analysis 
of the profit and loss account a profit and loss statement? That 
is what a profit and loss statement is, or should be. The profit 
and loss account registers periodically the net increase or decrease 
in net worth during the current period, exclusive of adjustments 
affecting the surplus as at the close of the previous period. This 
net increase or decrease is the difference between various charges 
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and credits which are transferred to the profit and loss account, 
but not in such form as to make the account a clear and com- 
prehensive exhibit of results from operations. A profit and loss 
statement is both an analysis and a treatise of the profit and loss 
account. It is supposed to show every different kind of charge 
and audit which has found its way into the profit and loss ac- 
count, and the arrangement of such charges and credits is sup- 
posed to be so logical and clear as to require no further treatise. 

The title to any schedule supporting the profit and loss state- 
ment should specify the particular item or items of which it is 
an analysis. In the accompanying profit and loss statement there 
is one item—cost of goods sold—an analysis of which is shown 
in a supporting schedule designated as exhibit B, schedule 1. The 
title to this subsidiary schedule describes exactly what it is, and 
this would seem to be the proper course to follow in determining 
the wording of the title for any auxiliary schedule. 

Index Title: As the balance sheet is designated as exhibit A, 
it would seem logical to designate the other equally important 
statement, the profit and loss statement, as exhibit B. All 
schedules supporting exhibit B should be designated as exhibit B, 
schedule 1, exhibit B, schedule 2, etc. The index title may be 
shown at the top of the statement, as illustrated in the accom- 
panying statements, or at the bottom, depending upon whether the 
report is bound at the top or at the side. 

General Arrangement: A profit and loss statement for a busi- 
ness that acquires marketable commodities for the purpose of 
selling them should commence with the gross sales. 


Sales returns and sales rebates and allowances should be shown 
separately, and their sum deducted from gross sales in order to 
arrive at the net sales, the amount of business “nailed and 
clinched.” The reason for showing returns as separate from 
rebates and allowances (these two words mean about the same 
thing and therefore “rebates’’ may as well be dropped) is that 
they may have quite different statistical significance. Abnormally 
heavy returns may indicate that the selling staff is forcing sales, 
thus causing customers to buy in haste and repent at leisure by 
returning goods. Or, an investigation into the reason for such 
heavy returns may disclose that salesmen have been selling low- 
price goods on high-price samples, or misquoting terms, or selling 
under some other form of misrepresentation. Abnormally heavy 
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MODEL MANUFACTURING COMPANY 
Exhibit B Schedule 1 


Summarized Analysis of the Cost of Goods as during 
the year ber 31, 1912. 


RAW MATERIALS USED: i 
Inventory December 31, 1911 $245,372,00 
Gress purchases 936,424.00 

Returns $3,728. 
Allowances 134.00 3,862.00 
ght and hauling inward 8,762.00 
feos d ment expenses 4,400.00 
Receiving department expenses 1,100.00 
Taxes on raw 109.00 
ce on raw materials 63.00 
Total cost of net purchases 946,996 00 aati: | 
Inventory December 31, 1912 231,624/00)} 
Cost of raw materials used — 
PRODUCTI VE LABOR 
MANUFACTURING EXPENSES: 
tenance of Factory Land and Buildings: 
Taxes 2,945 00 
Repairs and upkeep 
u 
Depreciation 1,090 00 5,636/00} 
Maintenance of Machinery and Equipment: 
Taxes 2,618/00 
and upkeep 3 00 
u 
Depreciation 4,464/00 11,107/00) 
Power, Heat and 
firemen and helpers 5,624/00 
ne-room su! 
Electric current 480/00 
Taxes 311/00 
rs 
‘ Depreciation 2,862/00 14,922 
Non-productive Labor: 
Superintendent and foremen 22,300/00 
Factory office wages 8,100/00 
Store-room wages 1,400/00 
Watchman's wages 1,000|00 > 
Cleaner’s wages 900/00 
time 2,162/00 ool 
T goods finished and in 00 
‘axes on 
Insurance o finished and in process 143/00 
Emplo ility insurance 380/00 | 
17 of patent rights charged off 3,962/00 
ll and patterns charged off 643/00 
TOTAL CHARGES TO MANUFACTURING DURING 
YEAR Add: 
in process December 31, 1911 
Deduct: 
Goods in process December 31, 1912 
cose OF GOODS MANUFACTURED DURING YEAR 
tent December 31, 1911 
Deduct: 
Finished goods on hand December 31, 1912 
COST OF GOODS SOLD DURING YEAR (see Exhibit B) 
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allowances may lead to an investigation into the practices of the 
credit or collection’ department. A collection department that 
allows claims without investigating them will soon be “spotted” by 
a certain class of customers ever ready to “work” the rebate and 
allowance game overtime. It will thus be seen that returns have 
to do more particularly with the selling force, whereas the rebates 
and allowances are closely connected with the financial depart- 
ment. 

From the net sales should be deducted the cost of goods sold, 
thus arriving at the gross profit on sales. The writer does not 
favor the practice of showing at this point the several elements 
which go to make up the cost of goods sold, such as the inventory 
at the beginning, gross purchases, purchase returns, purchase al- 
lowances, freight inward, inventory at end, etc. He believes that 
the inclusion of such details tends to distract from the main 
thought. In examining a profit and loss statement when one sees 
the amount of net sales one is instantly and directly interested in 
determining the cost of the goods sold, and it is very disquieting 
to have to ramble through a labyrinth of figures before being 
able to reach the information desired. The figures employed in 
computing the cost of goods sold should be shown somewhere by 
themselves but not in the profit and loss statement. They may 
be shown in a separate schedule, as illustrated in this instalment, 
or as part of the comments bearing upon the profit and loss state- 
ment. 

It will be noted by some readers that the writer does not 
deduct cash discounts on sales from the gross sales in arriving at 
the net sales. The reason for this practice has been treated at 
some length in former instalments and therefore any further 
discussion seems unnecessary. There is one thought bearing 
upon cash discounts on sales which the writer has not touched 
upon, and that is the practice among some accountants of creating 
a reserve for cash discounts in anticipation of the amount which 
it is estimated will be deducted by customers when paying off 
their indebtedness as at the date of the balance sheet. 

Cash discounts on sales are influenced by time. A bill bear- 
ing the terms of 2/10 n/60 means that the vendee may deduct 
2 per cent of its face if he pays within 10 days. His liability is 
the face amount of the bill, and if he elects to pay within 10 
days he is merely earning 2 per cent of the amount of the bill 
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by giving the vendor the use of his money for 50 days. On the 
other hand, the vendor does not sacrifice the 2 per cent until the 
vendee’s cheque is received. He may know when the sale is 
made that the vendee will take advantage of the 10 day option, 
but that is no reason why he should anticipate the sacrifice he is 
to make 10 days hence, because that sacrifice does not materialize 
until the passage of a certain period of time. It would certainly 
be incorrect to anticipate interest charges on notes outstanding 
which are to mature in 10 days, and yet it would be as logical 
to do that as to diminish the amount due from customers at the 
close of a certain day by the amount of cash discounts which may 
be deducted by them during the following 8, 10, or 12 days. The 
practice of creating a reserve for cash discounts is an attempt 
to show the amount of accounts receivable at its realizable value— 
a very proper course to follow for a business in liquidation but 
one that is entirely inconsistent in the case of a going business. 
The accountant who follows this practice injects into the current 
period a charge that is absolutely foreign to it, for certainly cash 
discounts on sales are a charge against the period in which such 
discounts are taken by customers. If such a reserve is created, 
however, a surplus adjustment should be made to cover the cash 
discounts on sales charged during the first month of the current 
period which apply to the amounts due from customers as at the 
close of the previous period, else the current period will not 
reflect the true amount of cash discounts allowed. A _ balance 
sheet for a going business is supposed to show the condition of 
all assets and liabilities as at the close of business on the date 
specified. It is not supposed to show the amount which will be 
realized on an asset ten days hence. If certain assets shrink in 
value during subsequent days it must be remembered that others 
will increase during the same time. It is an evidence of amateur- 
ishness to overlook the broad question of going values at a 
particular moment of time as opposed to cash values in the case 
of a business in liquidation. 


To the gross profit on sales should be added all other sources 
of profit which are regular to the operations of the business. 
This is not meant to include income from outside investments, 
cash discounts on purchases, interest on deposits, nor any form of 
extraneous or extraordinary profits. 


From the total gross profit should be deducted the regular 
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operating expenses properly grouped and classified. In botn 
mercantile and manufacturing businesses there are, generally 
speaking, what are termed selling expenses, and general ad- 
ministrative expenses. 

Selling expenses comprise all expenses incurred as a direct 
result of creating a demand for and marketing the commodities 
regularly handled. They are chargeable against the total gross 
profit—the result of their spent energy. 

General administrative expenses consist of all expenses ap- 
plicable to the current period which are general to the business 
considered as a unit. That is, they are not directly incurred by 
the production department or the selling department. They are 
over-all expenses, applying, to be sure, to the two departments 
previously mentioned, but not with sufficient directness to permit 
an accurate apportionment over such departments. The writer 
does not advocate arbitrarily apportioning general administro- 
tive expenses. They do not vary with the fluctuations in pro- 
duction costs and in the writer’s opinion it is thoroughly unscien- 
tific to include them among manufacturing or over-head expenses, 
or to show them as part of the cost of production. They are 
charges against gross profits. Obviously a manufacturer in 
fixing prices may take into consideration his general administra- 
tive expenses. He will also take into consideration his selling 
expenses, interest charges, etc., but that is no reason why all 
such expenses and charges should be dumped into the cost of 
goods sold. For statistical purposes it is vitally important to 
know what it costs (actual out-of-pocket cost) to produce finished 
goods which the business would purchase if it were engaged 
only in trading rather than converting and trading. The object 
in manufacturing is to gain the interest and profit which would 
be included in the cost of the goods if they were purchased 
instead of manufactured. The selling and the general adminis- 
trative expenses may not be any greater in a business engaged in 
manufacturing and marketing its products than if it did not 
conduct a manufacturing plant. The real operating expenses of 
a business are its selling expenses and its general administrative 
expenses. 

In a manufacturing business all expenses directly applicable 
to the production department form a part of the production cost 
of the goods manufactured. Some readers will claim that it is 
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necessary to include al/ expenses in the production cost, else the 
manufacturer cannot tell how much it is costing him to manu- 
facture each unit, nor can he tell how much to charge for each 
unit. 

Will such readers please explain how the manager of a mer- 
cantile business determines the price he will charge for each 
commodity he offers for sale? He knows what it costs to ac- 
quire each unit and if the price is not established he adds enough 
to cover operating expenses and profit. His profit is inclusive of 
interest, risk, and the entrepreneur’s profit. In the same way a 
manufacturer should know what it costs to acquire his manu- 
factured goods (the cost of production), and thereafter he is in 
the same position as the merchant. He must add to the pro- 
duction cost enough to cover operating expenses and profit, if 
he can. The prices of many commodities are fixed by competi- 
tion, and it is only in the case of monopolistic goods that the 
economist-cost-accountant can apply his theories with any de- 
gree of usefulness. A grocer cannot add to the cost of sugar 
the same rate to cover operating expenses and profit as he can in 
the case of spices, canned goods, and specialties—at least, if he 
does he will not sell sugar. He must sell his sugar on a small 
margin and make up on other commodities. So it is with the 
manufacturer in most cases. He must manufacture certain lines 
in order to meet the demands of his trade even though the mar- 
gin of selling price over production cost is not sufficient to stand 
its proportion of the operating expenses and interest. 


When a plant is run at its maximum capacity the cost per 
unit should be less than when it is run at its average or below 
average capacity. Hence the average production cost throughout 
a year is the safer basis upon which to compute selling prices. 
This question may occur to some: You say that the prices of 
many commodities are fixed by competition—in that case how 
is the manufacturer to know whether or not he can meet his 
competitor’s price and still realize enough in excess of the pro- 
duction cost to cover operating expenses and profit? The writer’s 
answer to that question is: He knows how much it has cost 
to acquire the finished commodity and he is in exactly the same 
position as a merchant wno purchases a commodity wpon which 
he has to fix a competitive price. If his competitor’s price will 
not yield enough margin to cover its proportionate share of the 
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total operating expenses and profit, he must make up on some- 
thing else, be satisfied to take a less rate of profit, forego profit 
entirely, take a loss in order to compete, or keep his stuff and let 
his competitor ruin himself if he so desires. To furnish to the 
manufacturer a cost per unit on each commodity which includes 
everything but the entrepreneur's profit will not help him a whit, 
in most cases, because the burden is applied too mechanically— 
too theoretically. It leaves no margin for clever arbitrary ap- 
portionment of operating expenses, which is an important func- 
tion of an efficient manager. 


After deducting the selling and the general administrative 
expenses from the total gross profit the remainder is called the 
net profit from operations. It represents the earning capacity of 
the business regardless of the sufficiency or insufficiency of its 
working capital, regardless of its interest charges, regardless of 
its income from outside investments, and regardless of its loss 
on bad accounts. 


To the net profit from operations should be added all income 
realized on outside investments, and other extraneous income 
which applies to the current period. From the net profit from 
operations should be deducted all extraneous charges applicable 
to the current period, and also loss on bad accounts. The writer 
favors the practice of grouping cash discounts and interest items, 
and extending the net balance as an addition to or deduction 
from the net profit from operations. 


The final result of the profit and loss statement is the net 
profit or net loss resulting from all current operations. It is 
the net return on capital invested during the period covered by 
the profit and loss statement. If a profit and loss statement is 
to be correct and to serve as a trustworthy log book it is essential 
that all charges and credits occurring during the current period 
which apply to the earnings or expenses of a previous period 
should be adjusted through surplus. This also means that the 
setting up for the first time of reserves, accrued liabilities, de- 
ferred credits to profit and loss, deferred charges to profit and 
loss, inventory adjustments, etc., must invariably require a sur- 
plus adjustment, lest the current net profit or loss be incorrectly 
stated. 
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ANALYSIS OF THE Cost oF Goops SoLp 


Exhibit B, schedule 1, is an analysis of the cost of manu- 
factured goods sold during the period covered by the profit and 
loss statement. 

The production cost of a manufactured article is composed 
of three elements ; viz., the laid-down cost of raw materials used, 
productive labor and manufacturing expenses. 

The laid-down cost of raw material used consists of the 
invoice price plus all expenses directly incurred as a result of 
acquiring it, such as the purchase department expenses, freight 
and hauling inward, receiving department expenses, taxes on 
raw material (if any), and insurance on raw material. By raw 
material is meant all things which form a part of the goods manu- 
factured, such as materials in their raw or natural state, semi- 
raw materials, purchased parts, cartons, wrappers, labels, boxes, 
barrels, etc. If goods are sold in packages which are to be re- 
turned, such as beer kegs, the package is not considered as a 
part of the product. In some businesses a separate purchase de- 
partment and a separate receiving department are not main- 
tained. In such cases it would not seem advisable to attempt to 
make an arbitrary apportionment of the salary of the officer who 
purchases in addition to performing sundry administrative 
duties, nor to try to divide the expenses of the shipping depart- 
ment if that department handles incoming goods. Where a 
purchasing department is maintained it may purchase supplies, 
machinery, etc. If the time devoted to purchases other than raw 
materials is considerable it may be desirable to make an appor- 
tionment of the expenses of that department. Usually, however, 
the expenses would not be lessened if the department did not 
buy other than materials for manufacturing. If the raw ma- 
terials are inventoried at invoice prices all expenses enumerated 
above may as well be included under manufacturing expenses. 
There is absolutely no reason why raw materials should not be 
inventoried at their laid-down cost if finished goods are to be 
inventoried at their laid-down cost. 


Productive labor should include the cost of services bought 
and directly expended in production. It is the labor that can be 
directly traced into the manufactured goods, as opposed to in- 
direct or non-productive services which do not actually perform 
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productive operations. The president, treasurer or general man- 
ager may devote considerable time to conferring with the super- 
intendent and foremen, or to supervising in a general way the 
affairs of the production plant. But where such officers devote 
the major portion of their time to administering the general 
affairs of the business it would seem unwise to undertake an 
arbitrary apportionment of their salaries, and in the writer’s ex- 
perience such practice invariably leads to confused statistics 
which require a key to decipher them. Lost time of productive 
operators increases the cost of production during the period of 
idleness. The loss occasioned by idle machinery manifests itself 
through decreased earnings. The volume of production will 
denote whether or not all production factors are being utilized. 

Manufacturing expenses, also called burden, over-head ex- 
penses, indirect expenses, etc., consist of all expenses directly 
incurred by the production department. The list of manufac- 
turing expenses shown in exhibit B, schedule 1 illustrates fairly 
the nature of this class of expenses. It includes depreciation 
of plant and equipment, insurance and taxes. Some account- 
ants exclude these items from manufacturing expenses. An ex- 
pense is a service purchased and consumed. Coal purchased is 
not an expense until it is consumed. Manufacturing expenses, 
taken collectively, are fuel of the production department. Can a 
production department be operated without a plant and equip- 
ment, or without insurance and taxes? Of course it might be 
operated without insurance, but if insurance is carried on the 
plant and equipment the cost of production is increased thereby. 
If depreciation is anything it is the cost of services rendered by 
the wasting fixed assets which are being worn out by hard work, 
and the accountant who eliminates taxes, insurance and deprecia- 
tion from manufacturing expenses is presenting a balance sheet 
that is incorrect because it does not show the true cost of goods 
finished and in process, and he is also certifying to a profit and 
loss statement that is correspondingly incorrect. The same ac- 
countants include in manufacturing expenses repairs to plant 
and equipment. The difference between repairs and depreciation 
is that the former is a part renewal while the latter is an entire 
renewal. 


By stating so emphatically that taxes and insurance are manu- 
facturing expenses the writer has placed himself in a position 
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where he must either include interest on assets or defend his 
action in excluding this item from the cost of production. Elect- 
ing the latter course he will attempt to defend his opinion that 
interest on assets is not a proper charge to production costs. 

Within the past few years several economists, a few me- 
chanical engineers, and some who call themselves production 
engineers or cost accountants as the case may be, have written, 
lectured, and talked about the cost of production and of what it 
should consist. They have attempted to show that all pro- 
fessional accountants are entirely wrong in their conception of 
what constitutes the true cost of production because they do not 
include therein the element of interest on assets. They argue 
thus: If a manufacturing business rents the buildings it occupies 
the professional accountant includes the rent charges in the cost 
of production. If, however, the business owns its buildings the 
professional accountant merely includes taxes, insurance, and 
depreciation. An analysis of rent shows that it is made up 
of taxes, insurance, repairs, depreciation, interest on the owner’s 
investment and the owner’s profit. If the business owning its 
buildings borrowed money with which to pay for them it would 
have to pay interest on such borrowed funds. If it has invested 
its own capital in the buildings, why should it not include in pro- 
duction cost a proper charge to cover interest on the money 
invested in the buildings? If it did not invest its own capital 
in the buildings, but rented instead, it could invest that same 
money elsewhere, say in income producing securities, and thus 
increase its income. The same argument is advanced as to 
equipment, raw materials, etc., and if it applies in such cases 
it applies with equal force to all assets. To go further, these 
interest advocates contend that the true cost of production must 
necessarily include interest on assets else the cost of production 
in the case of a concern owning its buildings will appear to be 
less than if it rented them, whereas this cannot be so, for is not 
the capital invested in the business entitled to interest? And so 
the interest advocates tell us to compute interest at a fair current 
or investment rate on all assets and make an entry debiting manu- 
facturing and crediting interest on assets (or some such ac- 
count). All interest charges actually incurred are to be charged 
against this interest account, or kept in separate accounts if 
desired. 
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It must be patent to all readers that the course advocated, 
mostly by theorists, as stated above, is distinctly opposed to 
all good principles of scientific account-keeping. The whole 
scheme is built upon economic theories—quite sound in them- 
selves but too theoretical and arbitrary to embody in records of 
transactions or facts. 


If a concern rents its buildings the rent charge is an actual 
out-of-pocket expense. It must be paid; it is fixed and positive; 
and it increases the cost of production. If this concern has ample 
capital with which to own its buildings but prefers to invest it 
in outside investments or ventures, the income derived from such 
extraneous sources has absolutely no effect upon production 
costs, but the net profit will be increased, nevertheless, by reason 
of the influx of income from extraneous sources. If, on the 
other hand, the concern should choose to own its buildings rather 
than invest the amount necessary to own them in outside pro- 
positions, it is obvious that the extraneous income would cease, 
and that the cost of production would be diminished provided 
the sum total of the charges for repairs and upkeep, taxes, 
insurance, and depreciation did not amount to as much as the 
rent formerly paid. The saving does not increase the cost of 
production but rather decreases it, thus leaving a wider margin 
for profit. Cost of production means out-of-pocket cost—the 
amount necessarily paid, or to be paid, to outsiders. The trouble 
with the theorist is that he confuses facts with fancies, cost of 
production with pricing basis. Now if a manufacturer desires 
to fix a price on any one of his manufactured commodities he 
must take into consideration his selling expenses, general ad- 
ministrative, possibly the cash discount he offers, and his profit. 
He does not separately enumerate the different elements of 
profit as defined by the economist. Assuming in this discussion 
that the concern is incorporated, the manufacturer considers his 
profit as the rate of income derived from the capital investment. 
According to the interestites’ theory the manufacturer must 
ultimately add to his cost an arbitrary rate to cover profit in 
determining the selling price. This they call the entrepreneur’s 
profit. If the manufacturer has sufficient sense to add a rate to 
cover the entrepreneur’s profit has he not enough sense to tack 
on an additional rate to cover interest on capital investment? 

Who shall say what rate is to be charged to cover interest 


185 


The Journal of Accountancy 


on capital investment? Current rates fluctuate, and there is no 
basis for determining a pure investment rate. The present price 
of British consols illustrates this point very graphically. Why 
putter around with a theory that is equivalent to taking money 
out of one pocket and putting it in the other? It results in 
capitalizing anticipated earnings, and puts production costs on 
a basis inconsistent with actual facts. If the volume of produc- 
tion is four times the amount of the inventory, and if the interest 
debited to manufacturing and credited to a fictitious income ac- 
count amounts to $200,000 per annum, then the cost of finished 
goods on hand will be inflated to the extent of $50,000 by reason 
of including therein interest which the business is not obligated 
to pay. Either the income will be correspondingly inflated or 
a meaningless reserve for that amount will have to be created. 
To include interest on assets in production costs is to show costs 
at what they would be if the business were obligated to pay in- 
terest on every dollar represented in the aggregate amount of 
assets owned. The fallacy of this theory must be obvious when 
it is considered how widely the volume of current assets fluctu- 
ates; and also when it is considered that such part of the 
assets as is represented by the amount of accounts payable is not 
subject to an interest charge. The theorist argues that the 


.stockholders are entitled to interest on their investments. There 


is no legal obligation to pay the stockholders a cent of inter- 
est. They pool their investments on a gamble, and whether 
or not they realize any income depends first upon whether 
there is any profit out of which to declare dividends and second 
whether the directors elect to declare a dividend even though there 
is an ample surplus from which to declare it. The writer does 
not believe there is a court in these United States that would 
approve the practice of inflating the cost of goods finished and in 
process by the inclusion of interest on assets—an arbitrary charge 
that anticipates a portion of the return on capital investment. 
With such a practice in vogue banks, credit men and mercantile 
reference companies would be entirely misled in determining the 
status of a credit seeker’s working capital. The interestites’ 
theory assumes that goods finished and in process will be car- 
ried at selling price minus the entrepreneur’s profit. Some writers 
have gone so far as to include in the cost of production all 
selling and general administrative expenses. Think of capital- 
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izing operating expenses. Think of the margin of selling price 
over production cost being only the entrepreneur's profit. 

Cost of production from the standpoint of accountancy is the 
aggregate amount expended and used for materials and services 
directly employed in production. 

The basis for pricing any commodity offered for sale is the 
laid-down cost plus a rate to cover operating expenses, interest 
on capital investment and profit. 

The writer expects to see some economist set himself up as 
an authority on cost accounting and go our interestites one bet- 
ter by declaring that the cost of production must not only in- 
clude interest (pure interest) on assets but also a rate to cover 
insurance against investment risk, and semi-annual compound 
interest on that part of the entrepreneur's profit which is carried 
in surplus. 

The writer sincerely hopes that this interest theory will be 
carefully considered by the American Association of Public 
Accountants, feeling certain that it will be fairly tried, convicted, 
and sentenced to a death penalty. It is a plausible theory, very 
logical, and economically splendid. It misleads young men who 
aspire to become professional accountants and starts them in the 
wrong direction. It is being taught by theoreticians in large uni- 
versities where accounting subjects are offered. It is the duty 
of professional accountants to stamp out such impossible theories 
lest they be understood to have the approval of the profession. 


The Public Accountant and Office Organization 
By F. G. C.P.A. 


Method goes far to prevent trouble in business, for it makes the task 
easy, hinders confusion, saves abundance of time, and instructs those 
who have business, what to do and what to hope-—Wu.1AM PENN. 


At the June, 1912, examination of candidates for the degree 
of Certified Public Accountant, conducted by the regents of the 
University of New York, a question in the “auditing” paper 
was as follows: 


“What condition of office organization, above all others, leads to fraud 
and defalcation by bookkeepers and cashiers? Support your opinion.” 


A candidate who received a high mark in the examination 
answered the question to the following effect: 


“The fault of office organization which, above all others, leads to 
fraud and defalcation is the combination in one person of the duties of 
cashier and keeper of customers’ and other personal ledgers.” 


The answer went on to illustrate the avenues, so palpable to 
public accountants, through which a bookkeeper-cashier may 
commit fraud and embezzlement without fear of easy detection, 
even by audit. The question, while a thoroughly practical one, 
is elementary to experienced accountants. Nevertheless, we 
all know how frequently we meet the bookkeeper-cashier in the 
offices of our clients. In these days of “scientific management” 
when “production engineers” and “system specialists” are claim- 
ing a share in the harvest of awakened manufacturers, merchants 
and others who realize the necessity for discarding old methods, 
it behooves the public accountant to see to it that the special 
qualifications of the accounting profession are not overlooked. 
Twenty years ago in the London offices of chartered account- 
ants the work of installing systems, as now understood, was un- 
known. The profession generally frowned on any suggestion of 
the possible usefulness of a public accountant outside of the 
books of account as kept by the client. The hum-drum of audit, 
the academic discussion of abstruse questions of higher account- 


Public Accountant and Office Organization 


ing, the occasional examination for combination or merger pur- 
poses, and the always rich field of bankruptcy work were con- 
sidered as bounding the scope of the guinea-a-day chartered 
accountant. The advent of the American C. P. A. in 1896 
changed this, and it is to the credit of the profession in this 
country that even the English accountant—compelled by his 
emigrant brethren who have broadened in American branch 
offices—has forced himself upon the attention of the business 
community as one above all by experience, training and acquired 
temperament best adapted to advise on matters of business or- 
ganization, unconfined by the limitations of mere bookkeeping. 

Attention is called to the very able address delivered by Mr. 
Herbert Stockwell at a meeting of the Pennsylvania Institute of 
Certified Public Accountants, on February 23, 1911, which ap- 
peared in the January, 1912, number of Tue JourNnaL. We ac- 
countants, I think, all deplore the advent of the stationery-manu- 
facturing, card-system, mechanical-device, production-engineer- 
ing, system-expert, business-efficiency doctors, who have invaded 
the field and trespassed upon our legitimate domain, often and 
generally to the detriment of the reputation of public account- 
ants professionally. Some years ago, I saw a “system” in the 
Central West which had been installed by a stationery-manu- 
facturing accountant, which was the acme of elaboration so far 
as the number and variety of forms, binders, transfers, cards, 
files, trays and other paraphernalia were concerned. The sta- 
tionery was a work of art, and the books, records, cards and 
forms included all colors, shapes, sizes and known varieties. 
The “organization chart” particularly was a dazzling master- 
piece, resembling a multitude of tellurions with vari-colored con- 
stellations in action. The only things the systematizer apparently 
did not take into consideration were what I considered the real 
objects of the business, viz., progress, and to reach the maximum 
of result with a minimum of effort—such result to be reflected 
and measured by the “net income for the period.” The business 
carried a number of local accounts which were regularly col- 
lected by one employee, who called on the customers for that 
purpose. This work occupied only about half of this employee’s 
time, and in the “organization chart” it was provided that he 
should complete his “efficiency” by examining, and returning to 
stock, merchandise which for any reason was returned by cus- 
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tomers, passing to the accounting department the advice of credit 
due therefor. Nowhere in the “system” did I find an adequate 
check upon a bogus credit for returned merchandise being sub- 
stituted for a cash collection. In many other respects this 
elaborate and costly system was a dangerous and unscientific 
jumble, increasing the work of the whole establishment in every 
department and rendering no service commensurate with the 
effort expended, to say nothing of the bill for approximately 
$3,000 for “system and supplies” which had been paid. 


Certified public accountants do well to tread softly as “business 
advisors.” Nevertheless there is a vast field of usefulness open 
to the accountant in every business, which Mr. Stockwell aptly 
bounds by the “legitimate realm of the lawyer on one side and 
the engineer on the other.” That field is I think properly em- 
braced in the term Office Organisation. The English accountant 
was superficially correct when he kept himself between the 
covers of the ledger. It is from the scientific operation of pro- 
perly designed books of account that the best business advice can 
be obtained—pre-supposing average intelligence in the manage- 
ment. It has been my observation that a well-organized, syste- 
matic and economically conducted office is the surest indication 
of a successful and up-to-date business. The experienced ac- 
countant intuitively knows what to expect as to the general suc- 
cess of a business before he reaches the ledger page containing 
the profit and loss account. 


Public accountants have no quarrel with manufacturing sta- 
tioners, etc., as such: they welcome useful mechanical office de- 
vices: they gladly recommend computing machines, etc., and the 
splendidly designed filing cabinets and other office conveniences 
which the genius of American mechanics produces. But they 
object to the ex-bookkeeper of limited experience who sells these 
devices (generally on commission) parading as a designer and 
purveyor of “accounting systems,” just as much as they do to 
the ex-cost-clerk who advertises himself as a “production en- 
gineer” open to install “systems,” promote “business efficiency” 
and otherwise Phineas-T.-Barnum the business community 
generally. 


Some public accountants shrink from system work owing to 
the disrepute which has to a large extent unjustly fallen upon 
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the profession in some quarters on account of systems installed 
by men who, to say the least, are not accountants. The certified 
public accountant primarily recognizes that his sphere commences 
in the organization of the office and widens to the intricacies of a 
business only as the expansion of records to embrace essential 
details makes necessary—and always within the limits of the 
easy comprehension of the management and its ability to make 
profitable use of such records. 
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By Paut-JosepH Esquerreé, C.P.A. 
PRACTICAL ACCOUNTING—PART II 
UNIVERSITY OF THE STATE OF NEW YorRK 


33p AccouNTANT EXAMINATION 


Wednesday, June 26, 1912—9.15 a. m. to 12.15 p. m., only 


“The Regents of the University shall make rules for the examination 
of persons applying for certificates under this act, and may appoint a 
board of three examiners for the purpose. * * * ” (Laws of 1896, ch. 
312, sec. 2.) 


Answer two questions but no more. Answers in excess of the num- 
ber required will not be considered. Do not repeat questions but write 
answers only, designating by number as in question paper. Check (v) 
the number of each one of the questions you have answered. Each com- 
plete answer will receive 25 credits. Papers entitled to 75 or more credits 
will be accepted. 


4. Tria, BALANCE OF THE GENERAL LEDGER OF JOHN 
Dor, Civi, ENGINEER, DECEMBER 31, IQII 


$10,572.44 Manhattan Construction. .$ 5,000.00 
Furniture and fixtures ... 1,054. Report No. 1 Sewanee 
Real estate (Rutherford reek Railroad ........ 5,300.00 
RR 6,000.00 Report No. 2 Englewood 
Investments in stocks .... 15,457.50 4,500.00 
Investments in bonds .... 3,000.00 Report No. 3 Long Acre 
Missouri Pacific—margin 3,200.00 
13,000.00 Connecticut Tramways 
Accounts receivable ..... I 5,361.32 wih 1,950.00 
General expense ......... 9,800.00 Earnings—consulting .... 2,000.00 
cons 1,060.00 Report fees ............. 16,000.00 
Sharp & Co., brokers..... 11,310.00 
Stocks and bonds ........ 4,300.00 
21,745.04 
$75,305.94 $75,305.94 


Analyses: 

General expense—Salaries: John Doe $6,000, other salary 
$1,800; rent $1,000; advertising $600; cables and telegrams 
$90; stationery and printing $110; other expenses $200. 
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Interest— Debited with $1,300 charged by Sharp & Co., 
brokers, on margin account; reduced by dividends of $390, 
credited by Sharp & Co. on margin account. Balance on loans 
since repaid. 

Manhattan Construction Co.—Represents consulting fees re- 
ceived during the year 1911, the contract running from month 
to month, with no expense to John Doe. 

Reports 1-3 Are completed and delivered. Account con- 
tains fees, less expenses. 

Connecticut Tramways Co.—Represents $2,000 received 
November I, 1911, and expenses of $50; according to terms of 
contract, John Doe, is to act as consulting engineer for 10 months 
and to receive altogether $5,000. 


Report Fees—Fees received under contract for report. $9,- 
ooo received on contracts on which no work has been done; bal- 
ance is earned. 


Stocks and Bonds—Are sold. Account represents balance. 

Additional Facts—Dividends on stocks received during the 
year amount to $1,985 of which $1,000 was applied to the ac- 
count Investment Stocks and $985 was applied to Stocks and 
Bonds sold. 

Prepare (a) a balance sheet at December .31, 1911 with your 
certificate attached, (b) an income statement showing John 
Doe’s true earning power as a civil engineer, (c) the journal en- 
tries supporting your adjustments of the books, if any. 


5. The following is the trial balance of the Rawdeal Co. 
June 1, 1911, on which day the directors of the Company resolve 
that the secretary of the Company be authorized to call a meet- 
ing of the stockholders, to vote on the immediate dissolution of 
the Company : 


$15,000.00 *Bond secured by mort- 
Building and realty fix- $26,000.00 
40,000.00 Interest accrued on bond 
Machinery and machine secured by mortgage... 312.00 
Shop and hand tools (in Reserve for depreciation 
5,000.00 of building ............ 
Furniture and personalty . Reserve for depreciation 
9,700.00 of machinery .......... 8,000.00 


* Building and realty fixtures pledged thereunder. 
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Raw materials and freight Reserve for depreciation 
NER eee 10,350.00 of furniture and fixtures 5,100.00 
Accounts receivable ..... 23,358.00 


Cash in bank and in offices 11,320.00 Capital stock, authorized, 
issued and outstanding. . 60,000.00 


$149,770.00 $149,770.00 


The stockholders’ meeting was held on July 1, 1911, and the 
dissolution took place. The Company sold the building and its 
equipment to the mortgagee for $34,000 as of August 15, I9QIT. 
On September 1, 1911 the cash book showed: 

Debits: Building and realty fixtures $7,454; machinery 
$25,340; shop and hand tools $2,100; furniture and fixtures 
$3,700; raw materials $7,950; accounts receivable $23,130. 


Credits: Accounts payable $21,700; expenses $1,530.20. 


Prepare (a) the journal entries affecting the dissolution of 
the Company, (b) a statement of realization and liquidation 
that will show the per cent received by the stockholders on their 
holdings. 


6. On April 30, 1911 St. John & Co. and Carpel Bros. enter 
into a joint venture agreement. They each contribute $4,000 
with which they pay for goods that are shipped on May 1 to 
John Doe of San Francisco. St. John & Co. advance $400 to 
defray freight and incidental expenses. John Doe, the con- 
signee, is allowed 10% on the cost of the goods and is to sell 
them at whatever price he can obtain for them. 


On June 1, 1912, on the strength of a report sent by wire, 
Carpel Bros. draw at sight on John Doe for $4,000 to the order 
of Carl Peter of New York. On July 1, 1912 St. John & Co. 
receive from the consignee a check for $11,200, all the goods 
being sold; on the same day St. John & Co. settle with Carpel 
Bros. Interest at 6% is allowed on all the transactions affecting 
the partners in the venture. 


Prepare all the ledger accounts brought about by the above, 
on the books of St. John & Co., including a joint venture account. 
(Construct your ledger accounts in such a manner that they will 
explain fully what took place, and make a cross reference pos- 
sible. ) 
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SoLuTION OF PRoBLEM No. 4 


JOHN DOE, CIVIL ENGINEER 
GENERAL BALANCE SHEET AT DECEMBER 31, IQII 


Capital Assets: Proprietorship: 
Real estate (home, Ruth- Deferred credits to in- 
: Furniture and Fixtures .. 1,054.68 Unearned fees, subject- 
: Investments : ing John Doe to no | 
: Stocks of other com- liability other than 
Bonds of other com- Consulting fees ..... $ 9,000.00 
3,000.00 Report fees ......... 4,000.00 
$26,512.18 Total deferred 
credits ..... $13,000.00 | 
Speculative Assets: Capital, as per Ex- 
Missouri Pacific stock— 45,045.04 


margin account: 
Cost in- 

vestment ...$13,910.00 
Less to 


Sharp & Co., 
brokers .... 11,310.00 
John Doe’s equity..... $ 2,600.00 
Current Assets: 
$10,572.44 
Accounts receivable ..... 18,361.32 
$28,933.76 
$58,045.04 Total Proprietorship ....$58,045.04 


EXHIBIT “A” 


I hereby certify that, in my opinion, the above General Bal- 
| ance sheet, marked “Exhibit A,” reflects the true financial status 
| of the business of John Doe, Civil Engineer, at December 31, 
IQII. 

CanpipaTe’s No. 
Certified Public Accountant. 


SoLuTION OF No. 4 


JOHN DOE, CIVIL ENGINEER 


STATEMENT OF INCOME AND Prorit AND Loss For THE YEAR ENDED 
DECEMBER 31, IQII 


Earnings: 


| 
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$8,000.00 
Less consulting expenses ............-- 50.00 7,950.00 


Cost of Earnings: 
xpenses : 


1,000.00 
600.00 

3,800.00 
Additions to Income: 

$26,135.00 
Deductions from Income: 

$25,985.00 
Profit on Sale of Ledger Assets: 

Deduct : 

Withdrawn by John Doe under the form of salary......... 6,000.00 
Net increase of capital for the period ............cccceecceeeess $23,300.00 
Capital at beginning of the period ..........ccccccccccccccevecs 21,745.04 
Capital at December 31, 1911 [Exhibit “A”].................... $45,045.04 


EXHIBIT “B” 


SoLuTION OF ProsLEM No. 4 


JOHN DOE, CIVIL ENGINEER 


ApjusTING JourNAL ENTRIES 


$6,000.00 


To set up result of analysis = general expense. 
I 
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Missouri Pacific—margin account $1,300.00 


To charge the speculative investment account 
with the interest charged thereon’ by the 
brokers; this has been erroneously debited to 
income. 


To take out of interest account, and credit to 
the speculative investment account the dividends 
= om held on margin, as credited by the 
rokers. 


Manhattan Construction Co. ......... seteaeedenteeee $5,000.00 
To earnings—consulting $5,000.00 


To credit to earnings the fees earned on this 
contract, and close the personal account which 
the impression that the account is a lia- 


lity. 
To report—fees ............. $13,000.00 


To credit to earnings the profits made on these 

contracts, and close the personal accounts which 

give the impression that the accounts are lia- 
ities. 


To set up the amounts receivable under contract 
with Connecticut Tramways Co., and reflect the 
same amounts in an account from which 
the earnings will be taken as they mature. 


Engineering expense $ 50.00 
To Connecticut Tramways Co. ................ $ 50.00 


To set up the expenses incurred under this con- 
tract, which have been debited to a personal 
account supposed to contain the earnings. 


Connecticut Tramways Co. $2,000.00 
To accounts receivable,................ $2,000.00 


To close the personal account which was ed 
upon receipt of the first installment of ‘$2,000, 
but had the disadvantage of giving the impres- 
sion that it was a liability ; and credit the amount 
received thereunder to the accounts receivable 
which were charged with the whole fee con- 
tracted for, as shown in a journal entry pre- 
ceding this one. 
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To report fees unearned $9,000.00 


To take out of the earnings the amount re- 
ceived under contracts on which no work has 
been done. 


Consutting fees unearned $1,000.00 
© engineering earnings $1,000.00 


For amount earned in November and December, 
at the rate of $500 a month. 


985.00 


To increase investments by amount of dividends 
credited to them; decrease profit shown to have 
been made on investments sold by amount of 
dividends which reduced the cost; and to show 
the dividends as additions to income. 


SoLuTION OF PrRoBLEM No. 5 


THE RAWDEAL COMPANY 
TREASURER’S STATEMENT OF REALIZATION, LIQUIDATION AND DISSOLUTION 


REALIZATION AND LIQUIDATION: 


Assets to be realized: 
$15,000.00 
Building and realty fixtures 40,000.00 
Machinery and machine tools 35,000.00 


Shop and hand tools ........ 5,000.00 
Furniture and personalty fix- 

9,700.00 
Accounts receivable ......... 23,400.00 


Total assets to be realized... $138,450.00 


Liabilities to be Liquidated : 
a Outstanding at I, 


Bond secured by mortgage ........... $26,000.00 
Interest on mortgage 312.00 
$48,012.00 
b Incurred during dissolution : 
Additional interest on bond and mort- 
234.00 
Total liabilities to be liquidated ....... $ 48,246.00 
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| 
Assets Realized: } 


a In cash: { 
Building and realty fixtures .......... $ 7,454.00 
, Shop and hand tools ................ 2,100.00 
Furniture and fixtures ............... 3,700.00 
7,950.00 
Accounts receivable 23,130.00 
$69,674.00 
b big liquidation of mortgage lia- 
ality : 
Buildings and realty fixtures ......... 26,546.00 
Total assets realized ..... ocnsdbeneres 96,220.00 
Liabilities Liguidated : 
a In cash: 
Accounts payable ........... $21,100.00 


‘ 15,000.00 
Losses on Realization of Assets: 
Building and realty fixtures.......... $ 6,000.00 I 
Machinery and machine tools ........ 9,660.00 ; 
Shop and hand tools ................ P 2,900.00 
Furniture and personalty fixtures..... 6,000.00 
Accounts receivable 270.00 
Total 27,230.00 
Total realization and liquidation....... $186,696.00 $186,696.00 . 
Distribution of Surplus: 
Balance of surplus at June 1, 1911..... $ 23,358.00 
Transfer of appropriated surplus: 
Reserves for depreciation : 
Building and realty fixtures ....... $ owen 
Machinery and machine tools ..... 000.00 
Furniture and personalty fixtures... 5,100.00 18,400.00 


Losses of realization of unde- 
preciated book value of as- 
sets, as shown above ........ $27,230.00 
Additional interest on bond 
and mortgage incurred dur- 


ing dissolution ............. 234.00 
Expenses incident to realiza- 
tion and liquidation ........ 1,530.20 


6 Through realization of assets: 

Building and realty fixtures.. 26,546.00 | 

Total liabilities liquidated .... $48,246.00 | | 

Assets Not Realized: 

| 
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Final dividend of 21.273% paid 


12,763.80 $ 41,758.00 
$ 41,758.00 $ 41,758.00 


Liquidation of the Company's Liability 
to Stockholders: 
Capital stock outstanding.............. $60,000.00 
Cash paid to stockholders: 
Balance June 1, 1911 ...........-- $11,320.00 
Net proceeds of realization and liqui- 
dation, after deducting expenses 
and dividend of 21.273% .......... 33,680.00 


Total paid to stockholders, i.e., 75% 
$45,000.00 


Value of land remaining unsold, repre- 
senting 25% of the outstanding stock to 


be distributed when disposed of ....... 15,000.00 
$60,000.00 $60,000.00 


SoLuTION oF No. 5—Part II 


THE RAWDEAL COMPANY 
JouRNAL 
Pro-Forma 


Junet,1911 Ata maring of the board of directors held this day, it was 
resolved : 

“That the secretary be and is hereby authorized to call a 
special meeting of stockholders, for the purpose of consid- 
ering a proposition to dissolve the Rawdeal Company at 
once.” 


July 1,1911 The stockholders of the Rawdeal Company having been ap- 
prised of the above resolution of the board of directors, 
and notified, both by mail and by publication, that a meet- 
ing would be held on July 1, 1911, the meeting was duly held 
on this day, and it was resolved that the Company be dis- 
solved forthwith. Accordingly the secretary was instructed 
to file the proper papers with the Secretary of State. 


In accordance with the above resolutions, the Company 
has been dissolved, and the following entries are made to 
reflect the transactions incident to the dissolution, as well 
as to group the resulting facts so as to show what took place. 


Note—Credits of Journal entries Nos. 1, 5, 10, 11, and 12, 
and debits of Journal entries Nos. 2, 4, 7, and 8 should not 
be posted from the Journal, since they have been posted 
from the books of original entry. Debits and credits to 
Realization and Liquidation should be posted in detail. 
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No.1 Realization and Liquidation ................ $138,450.00 

Be $ 15,000.00 
Building and realty fixtures ........ 40,000.00 
Machinery and machine tools ...... 35,000.00 
' Shop and hand tools ............... 5,000.00 
Furniture and personalty fixtures. . 9,700.00 
Accounts receivable ................ 23,400.00 

4) To transfer the undepreciated book value of 


the assets to be realized to an account which 
will show the individual as well as the ag- 
gregate result of the realization. 


No. 2. Bond secured by mortgage ............-... + 26,000.00 
Interest prc | on bond and mortgage..... 312.00 
Accounts payable 21,700.00 

To realization and liquidation ........... 48,012.00 


To transfer the book amount of the lia- 
bilities to be liquidated, to an account which 
will show the individual as well as the ag- 
gregate liquidation. 


‘o realization and liquidation ........... 234.00 


To set up in the group account, and charge 
to surplus, the additional interest on bond 
and mortgage, accrued between June 1, 1912, 
and the date of the sale of the pledge by 
the mortgagee. 


To realization and liquidation .......... 60,674.00 


To record in the group account the pro- 
ceeds of the realization of the assets, as 


| follows: 
v Building and realty fixtures....$ 7,454.00 
25,340.00 
Shop and hand tools .......... 2,100.00 
Furniture and fixtures ........ 3,700.00 
7,950.00 
Accounts receivable ........... 23,130.00 
$60,674.00 
No.5 Realization and liquidation ................. 21,700.00 


To record in the group account the liquida- 
tion of the liability “Accounts Payable.” 


No.6 Realization and liquidation ................ 26,546.00 
To realization and liquidation .......... 26,546.00 
To record on the credit side of the group 
account the proceeds of the sale of the 
pledge securing the mortgage bond, which 
were retained by the mortgagee to satisfy 
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his claims for princi 1 and interest; and, 
on the debit side, the liquidation of the 
liability through that retention of proceeds. 


To realization and liquidation ........... 


To take out of the group account the book 
value of the asset land, which has not 
been realized. 


To record in the group account, and 
charge to surplus, the loss sustained on 
the undepreciated value of the assets dis- 
posed of, as follows: 
Building and realty fixtures... .$ 6,000.00 
Machinery and machine tools... 9,660.00 


Shop and hand tools .......... 2,900.00 
Furniture and personalty fixtures 6,000.00 
2,400.00 
Accounts receivable ........... 270.00 

$27,230.00 


No.9 Reserve for depreciation of realty fixtures. . 
Reserve for depreciation of machinery and 

Reserve for depreciation of furniture and 


To transfer to the account from which they 
were appropriated the reserves for depre- 
ciation which will act as offsets of the losses 
sustained on the undepreciated value of 
the assets. 


For expenses incident to realization, liqui- 
dation and dissolution. 


For final dividend of 21.273% paid in cash 
to stockholders. 


(ind 


For distribution of cash to stockholders, 
the distribution papeenanene 75% of the par 
value of the stock. The balance is repre- 


sented by the asset land, still unsold. 
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15,000.00 


27,230.00 


1,530.20 


12,763.80 


45,000.00 


15,000.00 


27,230.00 


18,400.00 


1,530.20 


12,763.80 


45,000.00 


| 
realization and liquidation .......... 
5,300.00 
5,100.00 
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SoL_utTion oF No. 6 


JOINT VENTURE 
Books or St. Joun & Co. 


JOINT VENTURE 


1911 
May 1 Bros.—investment. ...$ 4,000.00 
St. John & Co—investment.. 4,000.00 
= “ expenses ... 400.00 
1 
July 1 Consignee—commissions .... 800.00 
St. John & Co—interest on 
investment ............... 280.00 
Carpel Bros.—interest on in- 
280.00 
St. John & Co.—interest on 
28.00 
Ca Bros.—profit ........ 3,116.00 
St. John & Co.—profit ...... 3,116.00 
$16,020.00 
CARPEL B 
1912 
June 1 Consignee—draft ........... .00 
Joint venture—interest draft. 20.00 
Cash—settlement ........... 3,376.00 
$ 7,396.00 
ST. JOH 
1912 
July 1 Cash—settlement ........... $ 7,824.00 
$ 7,824.00 


I9II 
May 1 Consignee—goods .......... $ 8,000.00 
1912 
July 1 Consignee—profit .......... 8,000.00 
Bros.—interest ...... 20.00 
$16,020.00 
ROTHERS 
IgII 


May 1 Joint venture—investment ...$ 4,000.00 
1912 


July 1 Joint venture—interest on in- 


280.00 
Joint venture—profit ....... 3,116.00 
$ 7,396.00 
N & CO. 


May 1 Joint venture—investment. -+$ 4,000.00 
advances ... 


1912 
July 1 Joint venture—interest on in- 


cass 

Joint venture—interest on ad- 
Joint venture—profit ........ 3,116.00 
$ 7,824.00 
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CONSIGNEE 
May 1 Joint venture—goods ....... $ 8,000.00 Juner Carpel Bros.—draft ........ $ 4,000.00 
1912 
July 1 Joint venture—profit ....... 8,000.00 July 1 Joint venture—commission.. 800.00 
Cash—settlement ............ 11,200.00 
$16,000.00 $16,000.00 
= 
CASH 
Igi2 I9I2 
July 1 Consignee—balance due on July 1 Carpel Bros.—settlement ....$ .00 ' 
$11,200.00 St. John & Co.—settlement.. 7 
$11,200.00 $11,200.00 


COMMENTS ON PROBLEMS OF PART II 
ProsLEM No. 4 


An acceptable solution of this problem depended upon the 
candidate’s clear understanding of the logic of accounting 
methods and of the results which they strive to obtain. 

The first thing to be borne in mind is that the statement of 
income and profit and loss, which the problem requires, has 
to be so constructed as to draw a sharp line between what John 
Doe has earned as civil engineer; what he has earned as a result 
of his activities outside of his business; what he has lost through 
the financing of his enterprise; what he has obtained in the 
form of profits through the sale of his invested profits of prior 
periods; and, finally, the net amount which he has sent to his 
capital account after deducting from his net profit for the 
period, the amount withdrawn by him under the form of salaries. 

It must appear, from reading of the requirements of the prob- 
lem, that the general expenses which contain an amount of 
$6,000.00 paid by John Doe to himself under the form of sal- 
aries, must be relieved of that amount, in order that his true 
earning power as a civil engineer may be shown. 

Passing now to the consideration of the individual items 

which necessitate adjustments: 
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(a) The interest charged by Sharp & Co., brokers, on the 
value of the stock purchased by them, on margin, for the account 
of John Doe, represents cost of carrying the stock; the dividends 
received by the broker are the property of John Doe who has 
legal title to the securities, and reduce the cost of carrying the 
margin investment. It is plain, then, that the speculative invest- 
ment account should be debited with the interest and credited 
with the dividends. It is only when this has been done that 
John Doe’s true equity may be shown at its true worth, since 
he owes the broker not only the proportion of the original cost 
which the margin does not cover, but, as well, the difference 
between the interest charged and the dividends credited. 

(b) In regard to income earned and income unearned: Re- 
ports 1, 2 and 3, as they appear on the trial balance, create the 
impression that they are liability accounts, while the reading of 
the text of the problem elucidates the fact that they are net 
earnings. It seems, then, that a journal entry should be made, 
closing those personal accounts into the earning account “Re- 
port Fees” which appears also on the trial balance. There is no 
apparent reason why two different methods of recording should 
have been adopted by John Doe, and, if only for the sake of 
uniformity, a logical adjustment of the facts is in order. Thus, 
we obtain an account containing true earnings, and, at the 
same time, an amount of $9,000, which, while received in cash, 
has not yet been earned. Hence, we must now take out of the 
earning account “Report Fees,” and set aside as unearned, the 
fees received, for which John Doe is liable to the extent of 
services to be performed. 

(c) The account “Manhattan Construction Company’’ is 
essentially an earning account, although, in common with the 
three accounts following, it gives the impression of being a 
liability. It should be closed by journal entry into the account 
“Earnings-Consulting.” 

(d) The adjustment of the facts given in connection with 
the Connecticut Tramways Co., could be made in several ways, 
all of which might be as good as and perhaps simpler than 


the one given in this solution. It is believed, however, that it is 


advantageous to John Doe to have in his general ledger two 
accounts, one of which will at all times reflect the balance due 
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by his client, while the other measures the money value of his 
liability for professional services. 

As to what the problem states as “Additional Facts.” 

The result of the entries made by John Doe in connection 
with the dividends received by him on the stocks which he owned 
outright has been to reduce their book value; thus, the profit 
shown by his books at the time of the sale of certain securities 
was inflated by the amount of the value of the asset which had 
been lost through the failure to show the income received there- 
under. If the Statement of Income which is to be submitted 
is to be accurate, that is to say if the analytical arrangement 
of nominal facts is to reflect the true fluctuations of assets and 
liabilities during the period, we must send back to the debit of 
investments still held the amount of book value which has been 
erroneously deducted therefrom, and to the account “Stocks and 
Bonds” which purports to represent the profit made on sales of 
investments the amount of the income received thereunder prior 
to the sale of the asset. 

The expression of the adjusted facts in statement form is 
sufficiently clear in the solution presented not to require any 
further comments. Without wishing to reopen an odious dis- 
cussion in regard to the merits of the statement of income as 
compared with the merits of the profit and loss account, it may 
be said that since the board of C. P. A. examiners required a 
“Statement,” it would have been, to say the least, unwise to 
submit an account. This is the time and the place to point out 
to the candidates the danger of not conforming to the require- 
ments of practical tests. 


The balance sheet submitted in this solution is interesting, 
because it contains no liabilities whatever. The reason why the 
amount due to Sharp & Co., brokers, has been deducted from 
the book value of the speculative asset is that, strictly speaking, 
John Doe is liable to his brokers only in case he decides to take 
up the stock which they hold for him on margin. He may order 
that the stock be sold at a time when its fluctuation will be favor- 
able to him; in this case, he will pay the broker nothing what- 
ever; the broker will, on the contrary, send him a cheque for the 
amount of his equity in the stock sold. 


If, the balance sheet shows no liabilities of any kind, it is 
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evident that John Doe is the absolute proprietor of all his assets, 
even to the inclusion of the values representing the amount of 
the “Deferred Credits to Income.” In regard to the latter, it is 
firmly believed that they represent absolute proprietorship, since 
John Doe’s only liability on the premises is one of professional 
services, so long as his business remains on the basis of a going 
concern. It may be said, further, that so far as the contract 
with the Connecticut Tramways Company is concerned, the fees 
receivable thereunder are, to all intents and purposes, a retainer, 
which must be paid at all events, whether or not the engineer is 
called in consultation during the period involved. 


ProsLEM No. 5 


The theory of what has been referred to in C. P. A. examina- 
tions as either “account”? or “statement” of realization and 
liquidation, is generally misunderstood by the student of ac- 
counting, because he fails to appreciate the conditions under 
which business concerns face dissolution, or weather financial 
storms in the hands of a trustee. 

In the past, we have had problems assuming that: (a) the 
dissolution was attended to by a duly-appointed receiver, or trus- 
tee; (b) the affairs of the concern suffering from financial 
embarrassment were being conducted temporarily by a receiver 
whose duty it was to operate the business, and to turn back to 
the rehabilitated company the assets and liabilities shown by his 
books at the close of his administration; (c) the concern was 
dissolving voluntarily at the hands of one of its officers. 

It would be fatal to imagine that the treatment of the realiza- 
tion and liquidation statement (or account) is identical under the 
three conditions named, and that the form given for one in the 
course of a class room demonstration applies to all of them. 

Whenever a receiver assumes control of the affairs of a con- 
cern, with a view to dissolution, he may or he may not open new 
books. Whatever the case may be, the statement of realization 
and liquidation which he may prepare in final accounting prop- 
erly states: (a) that he debits himself with the assets taken over 
to be realized; (b) that he credits himself with the liabilities 
which had to be liquidated out of the proceeds of the assets; 
(c) that, standing charged with the net book value of the assets, 
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he accounts: (1) for the assets, by showing what he has re- 
ceived for them in cash, and what he has lost thereunder; (2) 
for the liabilities, by showing what he disbursed to liquidate 
them; (3) for the shrinkage of realized assets due to the pay- 
ment of expenses incident to the winding up; and (4) for the 
values, positive and negative, which he has been unable to realize 
or to liquidate. 

When a receiver takes hold of the affairs of a concern with 
a view to operating and rehabilitating the business, common 
sense would seem to indicate that his task is not to realize and 
to liquidate, but to administer. Hence, any statement which he 
may render in final accounting, is not a statement of realization 
and liquidation, but a statement of his administration. If prop- 
erly constructed, it contains: (a) the details of the assets and 
liabilities existing at the beginning of his administration; (0) 
the details of the increases of assets and liabilities during his 
receivership; (c) the manner of disposal of the assets through: 
(1) their being consumed in the course of operations; (2) their 
loss through unsatisfactory collections or otherwise; (3) their 
sale, either under the form of trading goods, or manufactured 
goods; (4) their disbursement under the form of cash; (5) their 
return to the company from whom he took them over. In re- 
gard to the liabilities, their disposal must be shown either as 
liquidated or as returned to the concern from whom they came. 
At this point his accounting resolves itself into a recital of 
the operating gains and losses made or sustained during the re- 
ceivership. It would be folly, under these conditions, to attempt 
to make his statement conform with the theoretical school form 
of realization and liquidation account (as statement) which is 
generally guaranteed as “sure to pass the candidate.” 

When an officer of a corporation attends to its voluntary dis- 
solution, his accounting consists in recording on the books, 
as they stood at the time it was decided to dissolve, the transac- 
tions incident to the realization of the assets, to the liquidation 
of the liabilities, to the final distribution of the remaining sur- 
plus, if any, and to the settlement of the stock liability of the 
corporation which brings about the cancellation of the stock cer- 
tificates outstanding. Hence it seems that in the case of the 
problem given at this examination, the statement made by the 
treasurer consisted of three distinct self-balancing parts: 
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Part one states: (a) the assets and the liabilities which were 
found on the books on the day of the resolution of the board of 
director; (b) the new assets and the new liabilities (if any) 
received and incurred during dissolution; (c) the manner in 
which the assets were realized and the liabilities liquidated; (d) 
the losses sustained through the realization of the assets; and (e) 
the particular assets (if any) which have not been sold. 

Part two: accounts for the distribution of the surplus re- 
sulting from the original balance at June Ist, 1911, adjusted to 
reflect the losses sustained, as a result of, and the expenses 
incident to, the dissolution of the company. 

Part three: accounts for the liquidation of the company’s 
liability to stockholders. 

The peculiarity of the problem is that no mention is made of 
the amount received for the sale of the land. This, of course 
opens the field to the imagination of the candidate. Two as- 
sumptions are possible: (a) the land was sold with the buildings ; 
in this case a loss should be shown for the full value of the land, 
and the balance of the surplus account should show an impairment 
of capital: (6) the land was not sold, and is still held by the 
company subject, perhaps, to being leased’ to purchaser of the 
building: in this case part three of the statement rendered by 
the treasurer properly shows that the liability of the company 
to the stockholders has been liquidated only to the extent of 
75% of the par value of the stock, the balance being subject to 
further distribution depending upon the proceeds of a subse- 
quent sale of the land. The second assumption has been selected 
as the basis for this solution, not because it appears more logical 
or plausible than the first, but because it makes the facts a little 
more difficult to express. 

The journal entries to be made according to requirements of 
the problem constituted the most dangerous part of the test. 
On the morning preceding the practical test, the candidate was 
called upon to express his views concerning the technique of 
journalizing, and to show wherein they harmonized with the 
theory of the evolution of the books of account. The answer to 
the question in theory referred to here was given in the August 
Journal or AccounTANcyY. It must have convinced many unsuc- 
cessful condidates that their failure was due, to a great extent, 
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to their lack of proper respect for the journal. Let it be repeated 
here that a journal entry unexplained is no journal entry at all. 

The difference between a good and an indifferent solution 

being that the former is ethical in every respect, whereas the 
latter strives only for the arithmetical result, it will not appear 
extravagant to state 

1. That the journalizing required by problem Nw. 5 should 
have begun by a “pro forma” entry displaying the candi- 
date’s knowledge of corporation accounting. 

2. That the candidate should have shown, by a proper ex- 
planation concerning such entries submitted by him, as 
applied to part one of the statement, that he was 
aware of the fact that the journalizing incident to 
the presentation of a statement of realization and 
liquidation could only purport to gather facts pre- 
cisely as they would have been gathered, in practice 
through the medium of analyses of the books, preparatory 
to the rendering of such a statement. 


3. That the order in which the entries were made should have 
been closely related to the order of the statement itself. 


No. 6 


This test is so simple as almost to render unnecessary any 
comments thereon. The only point of interest is the account 
“Joint Venture.” It is evident that this account should reveal 
everything which took place during the venture. It should show 
an investment of $8,000.00 divided between the two adven- 
turers ; the consignment of $8,000 representing the goods acquired 
out of the contributions of Carpel Brothers and St. John Co.; 
an advance of $400.00 by the latter; an additional charge of 
$8,000 to the consignee, representing the excess value of the sales 
made by him over the consigned value of the goods; all the 
items of interest which were credited to the adventurers as a 
consequence of their investments and of their advances, and also 
as a consequence of one of them drawing against the consignee 
prior to the due date of settlement; the commission paid to the 
consignee ; and, finally, the profits made by each adventurer as a 
result of the joint adventure. 
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By H. D. C.P.A. 


If we consider all the many varied financial transactions un- 
dertaken by every large trust company we will frankly admit that 
the modern trust company is a remarkable institution. Any 
organization capable of managing the financial affairs of men, 
women and minors safely and to their advantage, and at the same 
time attending to the needs of corporations, great and small, 
deserves admiration. 

Trust companies by reason of their ability to meet so many 
varied requirements have prospered greatly, so much so that in 
some localities the deposits held in their banking departments 
represent a very large proportion of the total deposits of the 
community in which they are located. In New York City for 
the week ended July 20, 1912, the trust companies reported de- 
posits of $1,320,000,000 as against $1,414,000,000 held by the 
national and state banks. Deposits such as those held by the 
trust companies represent a power in the financial world and 
likewise a great responsibility. 

But the deposit accounts represent, in many instances, only 
a third or a half of the funds held by a company, the trust de- 
partment holding the investments of and managing numerous 
estates. 

In order that so varied a business may be properly cared for 
a large trust company requires a staff of bankers, lawyers and 
business men possessing a high degree of skill and absolute in- 
tegrity. Fortunately but a very small percentage of trust com- 
pany depositors and still fewer beneficiaries have suffered losses 
due to mismanagement or dishonesty. This may be due in a 
measure to the fact that the growth of trust companies both in 
numbers and as to resources occurred after the period of so-called 
“wildcat” banking and during a decade in which a strong senti- 
ment was developed favoring the control by the state of banks 
and kindred financial institutions. Had the expansion of trust 
companies taken place before the standard of business ethics had 
reached the level which now prevails there would doubtless have 
been many losses. The fact that the trust company plays an 
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important role in the organization of large corporations and the 
marketing of their securities would have given unscrupulous men 
opportunities for enriching themselves at the expense of the 
depositors and beneficiaries. 

To guard against the misuse of power and to ascertain that 
a company’s financial position is what it purports to be are two 
of the many reasons for the frequent audit of the accounts of 
trust companies. Occasionally a trust company officer com- 
plains of too many audits, but the companies in this position are 
very few in number. 

Unfortunately there are trust companies which have never 
had their accounts audited. Doubtless their directors are un- 
aware of the advantages accruing from an examination by an 
examiner whose breadth of vision enables him to measure his 
findings at their true value. 

Speaking generally, trust companies are examined by state 
authorities, the clearing house examiner, their directors, inde- 
pendent auditors engaged by the officers or directors, and in 
some cases by their own audit departments. All of these exam- 
inations are intended to throw a light on the affairs of the in- 
stitution examined that will assure the shareholders, depositors, 


and beneficiaries of the safety of their funds. Whether or not ° 


this assurance is warranted depends upon the effectiveness of the 
examination and the skill of the auditor. 

Not all states maintain banking departments and trust com- 
panies located in those states which do not are without the annual 
or semi-annual scrutiny of the official examiners. These regular 
inspections, while in some cases not as thorough as they might 
be, do have a salutary effect. The official examinations, together 
with periodical reports of financial condition that are required, 
give the state officials a certain control over the trust companies 
under their jurisdiction. An examination of data prepared by 
the National Monetary Commission reveals such a marked dif- 
ference in the requirements of the various states that the adop- 
tion of a uniform system of reports and methods of examination 
is earnestly desired. Furthermore, the examiners employed 
should be required to pass an examination, the standards of which 
will be sufficiently high to indicate clearly their fitness for the 
position. 

It is natural that the laws should afford a greater protection 
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to the shareholders and public in those localities where trust 
companies have been longest in existence. Pennsylvania and 
New York have both had many years of experience with trust 
companies and these two states exercise an admirable control 
over the companies doing business within their borders, and with- 
out doubt this supervision has been one of the agents for placing 
trust companies in such high esteem among the people. Trust 
companies doing business in the state of New York are required 
to furnish four reports of financial condition in each year at 
dates prescribed by the superintendent of banks and are subject 
to two examinations. The examiners make inquiry into the 
company’s affairs in considerable detail, the investments and 
loans being carefully scrutinized as one of the essential points. 

The examinations made by the banking departments of the 

two states mentioned do not necessarily represent an ideal, but 
they are infinitely superior to the examinations made in several 
other states, and, as regards effectiveness, the official examina- 
tions are in advance of those made by committees of directors. 
It is quite customary (in some states compulsory) for the di- 
rectors to appoint certain members of the board as an auditing 
committee and this committee undertakes to examine the affairs 
of the institution. These examinations are a waste of valuable 
time to a man of large affairs, on whose time the trust company 
has only a small claim. The men who are valuable directors, 
in most instances, lack both the time and technical training re- 
quired to make a creditable audit. Practically the only merit 
in directors’ audits is the freshening of the memories of the com- 
mittee members in respect of the individual loans and invest- 
ments. 
Generally speaking, the scope of directors’ examinations 
usually covers a count of the cash, inspection of notes and col- 
lateral, examination of investments, and in some cases, the list- 
ing of depositors’ balances for the purpose of ascertaining that 
they are in agreement with the controlling accounts. 

Directors’ audits do not cover all points. Some companies 
recognize this condition and engage a professional auditor to 
make examinations on their behalf. Public accountants are 
engaged not only by companies located in cities which have not 
as yet the privilege of clearing house examinations, but also by 
companies receiving the benefit of periodical visits from the 
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clearing house examiner. In passing it would be well to men- 
tion that the clearing house examinations are thorough, because 
capable men are in charge of the work who are not limited as 
to time and whose fees do not depend upon the number of banks 
which can be examined in a given time. 

Trust companies are engaging public accountants to audit 
their accounts in increasing numbers each year, and incidentally 
to revise their accounting methods, which in many instances are 
antiquated and not in accord with modern practice. Many 
more trust companies would have their accounts audited but 
for their objection to the fees which obtain for commercial work. 
As the risk involved in bank work is much greater than in com- 
mercial work, in justice to the accountants the fees should be 
higher, although unfortunately this is not the case. The objec- 
tion to fees, which are quite small enough, is gradually being 
overcome and the bank and trust company work of several firms 
of accountants has increased sufficiently to warrant their organ- 
izing departments especially equipped for auditing financial in- 
stitutions. 

Inasmuch as the business transacted by trust companies and 
their accounting methods possess some features not found in or- 
dinary commercial accounts, the auditor undertaking this class 
of work should have an intimate knowledge of the accounts and 
transactions peculiar to trust companies. An examination to be 
of real value must cover much more than a mere check of the 
clerical accuracy of the accounts. There are rarely any material 
discrepancies in this connection. The auditor as a result of his 
wide experience should be in a position to detect any tendencies 
to make unwise investments, which occasionally occur in both 
the banking and trust departments, due usually to the desire for 
large interest yield. 

The routine of making investments should be investigated. 
If approval of a committee is necessary before investments are 
purchased, the minutes of the committee or some other docu- 
mentary evidence should be examined for the purpose of ascer- 
taining that the plan is carried out, and, incidentally, the auditor 
should note the regularity of attendance at meetings by members 
of the committee. Investments in securities of corporations in 
which directors or officers are interested should be carefully 
scrutinized. It is natural that a director should use his influence 
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to place the securities of companies which he or his associates 
control, and if he is a good director the presumption is that the 
trust company will benefit by the investment. Many directors 
have been of great value to the trust companies, but there have 
also been instances where their influence was used to the detri- 
ment of the trust company and of the beneficiaries of its trust 
estates. Therefore a careful inquiry into the company’s own in- 
vestments and those made for trust estates may be of infinitely 
more real value than a detailed examination of depositors’ and 
similar accounts. 

Another equally important item is the loans, whether they be 
secured by collateral or consist of commercial paper purchased 
or discounted. A very large proportion of the depositors’ funds 
are invested in this manner and it is essential that the loans be 
sufficiently liquid in character to meet any sudden demands that 
are made by depositors, and that too large a percentage should 
not be long-time paper. Furthermore, the demand collateral 
loans should be covered by marketable securities and any loans 
covered by bonds or stocks on which it would be difficult to realize 
should be relegated to a place with the long-time loans, unless 
the loan can be considered solely from the standpoint of the 
names on the note. 

Some few companies have a large proportion of their assets 
in the form of mortgages on real property. First mortgages are 
excellent investments for funds which are subject to notice be- 
fore withdrawal, but the propriety of purchasing large blocks 
of mortgages with sight deposits can be questioned. No hard 
and fast rule can safely apply and it is in instances where condi- 
tions here described are found that the experienced auditor will be 
in a position to give sound advice. 


The rate of interest allowed depositors should receive careful 
consideration. Some companies pay rates varying from 2% 
to 414% on deposit accounts, but so high a rate as the last 
named is unusual. Keen competition for deposits has at times 
caused companies to pay a higher rate than was warranted by 
the earning capacity of their assets and as this practice leads to 
other abuses the auditor should ascertain the high, low, and 
average rates earned on loans and investments, the aggregate 
earned, and this data, together with information regarding the 
operating expenses, will enable him to form an opinion as to 
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the ability of the company to pay the rates prevailing at the date 
of audit. 

In some trust companies there is a disposition to make larger 
advances of income to beneficiaries than a prudent trustee should 
make. This condition is usually found in cases where an estate 
consists largely of real property, a portion of which is vacant. 
Expensive repairs are made, but the trust company fails to cut 
down the amount of the monthly or quarterly cheque remitted 
to the beneficiary, with the result that ere long the income ac- 
count is represented by a debit balance and such debit balances 
generally result in annoyance and trouble for any company which 
is unfortunate enough to have them on the books. 

It is well for the auditor to ascertain the policy of the com- 
pany, whether the management is inclined to be progressive, 
liberal or unduly conservative. The human element must be 
taken into account and a study of the type of men controlling 
and managing a company is not only of interest to the auditor 
but assists him in forming his opinions as to the ultimate sta- 
same. 

Just a word about large trust companies, which are much to 
be desired, despite the warnings of some politicians who talk so 
much these days about the so-called money trust, combinations 
of financial institutions, and stifling of competition and individual 
initiative. It should be apparent to all that a large and powerful 
trust company is in a position to serve and does serve the com- 
munity in which it is located much better than a number of 
small companies with capital which is usually insufficient and pre- 
vents them from making large loans. The large company can 
employ officers and staff possessed of the necessary skill which 
a smaller company can ill afford, and, as a rule, the shareholders’ 
dividends are more satisfactory. With proper supervision one 
large trust company in a city is infinitely better for shareholders, 
depositors, and beneficiaries than a number of small companies. 


(To be continued) 
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During the last few days of the recent session of the legis- 
lature of Louisiana the following amendment to the C. P. A. 
law of that state was passed and approved. 


ACT NO. 247 


House Bill No. 501 By Mr. Butler, Chairman of Committee on 
Judiciary Section A. Substitute for 
House Bill No. 465. 


AN AcT 


To amend and re-enact Sections Three (3), Six (6) and Seven (7) of Act 125 
of 1908 of the General Assembly of the State of Louisiana, being an act to regu- 
late the practice of public accounting by establishing a State Board of Account- 
ants, fixing its fees and emoluments; to prohibit the unlawful use of words, 
letters or other means of identification, by unauthorized persons as certified 

ublic accountants under this act, and to provide penalties for the violations of 
ts provisions, and to repeal all laws in conflict herewith. 

Section 3. Be it further enacted, etc., that in order to maintain the hest 
standard of proficiency in the profession of public accounting, the Louisiana State 
Board of Accountants is hereby authorized and empowered to adopt and enforce 
all necessary rules, by-laws, etc., to govern its proceedings and to regulate the 
mode of conducting examinations to be held under this Act, providing said ex- 
aminations shall be held at least twice a year, due notice of which examinations 
shall be given in one or more newspapers in the city of New Orleans and in the 
city of Shreveport. The examination shall cover a knowledge of “Theory of 
Accounts,” “Practical Accounting,” ‘“‘Auditing’’ and ‘“‘Commercial Law” as affect- 
ing Accountancy, provided that any citizen in the state of Louisiana shall be 
eligible to such examination regardless of previous occupation. The Board shall 
have power and authority and it is hereby made their duty to issue certificates 
under their seal and signature to such parties as pass their examination as 
provided in this Act. 

Section 6. Be it further enacted, etc., that the Louisiana State Board of Ac- 
countants shall waive examination of and issue an unqualified certificate to any 
pee possessing the qualifications mentioned in Section One (1) of this Act, 
who, 

For not less than five years previous to the date of his application has been 
actively employed as an accountant or bookkeeper, and shall file written applica- 
tion to the Board for such Certificate which application must be duly certified 
by a Notary Public, must state the name or names of the individuals, firms, 
corporations or other bodies by whom the applicant has been employed during 
the previous five (5) years, and, if required by the Board, must be accompanied 
by a letter of recommendation as to his efficiency, integrity, etc., from each of 
his employers during five (5) years previous as aforesaid, provided that the 
Certificate issued under this section shall be the same in every respct as that 
provided for under Section 3 of this Act. 

Section 7. Be it further enacted, etc., that any certificate issued under this 
Act may be revoked for unprofessional, improper or dishonest conduct on the 
part of the holder of same by any court of competent jurisdiction. 

Section 8. Be it further enacted, etc., that all laws or parts of laws in con- 
flict herewith be and the same are hereby repealed. 

L. E. THomas, 
Speaker of the House of Representatives. 
THOos. C. BARRETT, 

Lieutenant Governor and President of Senate. 


Approved July 11th, 1912. 


L. E. HALL, 
Governor of the State of Louisiana. 
A true copy 
Alvin Hebert, © 
Secty. of State. 


This act was put through the legislature without the knowl- 
edge of the Louisiana Society and without consultation with some 
of the leading accountants of Louisiana. 
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Upon learning of the enactment the Society of Louisiana 
Certified Public Accountants, at its regular meeting on August 
13th, levied an assessment on all members and other practising 
public accountants were invited to contribute toward the nec- 
essary expenses in carrying out the following resolution which 
was unanimously adopted: 


“WHEREAS: At the regular session of the year 1912, of the Legislature of 
the State of Louisiana, an act, designated as Act No. 247, was passed amending 
and re-enacting certain sections of Act No. 125 of 1908, regulating the practice 
of Public Accountants in the state of Louisiana, and whereas, this Society con- 
siders said amendments inimical to the interests of the profession of Public 
Accounting as well as to the interests of the business community employing Public 
Accountants, and calculated to injure and lower the profession of oe —_ 
ing in this state, and further considering that it may become necessary 
advisable for this Society to take legal steps to prevent, if peceliile, the easuyins 
out of the provisions of the amendments above referred to, 

“Be it resolved, That the President of this Society, or. in his absence or dis- 
ability, the Vice President of this Society, be and is hereby authorized and 
empowered to take such legal steps as may be deemed necessary, after further 
consultation with counsel, to attack and prevent, by legal means, as far as may 
be possible, the carrying out of the provisions of the amendments in question and 
to engage counsel and sign all papers, affidavits or other documents that may be 
necessary to carry out the provisions of this resolution.” 
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EDITORIAL 
Annual Meeting of American Association 


Elsewhere in this issue of THE JoURNAL OF ACCOUNTANCY 
appears the programme of the forthcoming meeting of the Ameri- 
can Association of Public Accountants. We desire to draw 
particular attention to the many attractive items on the pro- 
gramme. It is hoped that the convention will be in every way 
the best that has ever been held. 

This year marks the twenty-fifth anniversary of the forma- 
tion of the American Association of Public Accountants. In 
addition to the purely social and historical importance of this 
gathering it is expected that there will be a great many interest- 
ing topics under discussion. 

It should be the pleasure of every delegate appointed by state 
societies and of all the membership at large to be present on this 
important occasion. 


A Step Forward 


Through contributions appearing in the present and preced- 
ing months’ issues of THE JOURNAL, readers will be familiar with 
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the examinations set in June, 1912, by the New York Board of 
Examiners and those who have the welfare of the profession at 
heart will note with gratification the effort made by the board to 
raise the standard of examination more nearly to that level which 
is to be desired. 

In the past the examinations set by the New York Board ot 
Examiners have not always been immune from adverse criticism 
on the score that they were somewhat inadequate and that the 
test which they imposed upon candidates would not necessarily 
indicate the actual qualifications of such candidates to practise 
as public accouitants. This year, however, the board has been 
the object of fault-finding because of the very small percentage 
of candidates that succeeded in qualifying for the C. P. A. 
degree. 

It is admitted that the papers prepared this year were more 
difficult than many that have preceded them and in some direc- 
tions they departed further from the ordinary stereotyped form 
of test. But while it is unfortunate that so few students suc- 
ceeded in passing the examination, the fault cannot fairly be laid 
at the door of the board of examiners. 

An inspection of the questions put before the candidates at the 
recent examination fails to disclose any reason why a properly 
prepared student, who kept his head, should fail. 

Under Theory of Accounts the board set fifteen questions of 
which the candidate was required to answer only ten. The ques- 
tions themselves were germane and at least ten of them could 
readily be answered from text-book knowledge. 

The examination in Practical Accounting was divided into two 
parts of three questions each. The candidate was required to 
answer two from each part. None of the questions on this sub- 
ject appeared to present any special difficulties and one or two of 
them required for their solution merely a reasonable knowledge 
of arithmetic and bookkeeping. 

Under Auditing fifteen questions were set by the board and 
answers to ten of them were required. A candidate reasonably 
familiar with text-books on auditing should have been able to 
select from the list submitted ten questions which he could an- 
swer readily. 

The examination in Commercial Law propounded fifteen 
questions, to ten of which answers were required. In this ex- 
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amination ten of the questions were based solely upon text-book 
knowledge and the remaining five were case questions. This 
part of the examination seems to be inadequate, as answers to 
text-book questions do not elicit a candidate’s true knowledge of 
the subject. In our opinion it would be better to reverse the 
order and base two-thirds of the paper upon case questions, 
leaving the remainder to test the candidate’s text-book knowledge. 

Candidates obtaining seventy-five marks passed the examina- 
tion. Let us see the effect. In practical accounting, for example, 
six questions are set, and to four of them answers are required. 
That is to say, correct solutions to only three are necessary to 
pass the examination. In other words, the candidate must an- 
swer fifty per cent. of the questions put before him. It does not 
seem to us that this requirement should be condemned on the 
score of harshness. 

Indeed, after a careful study of the questions, it is evident 
that while the New York Board of Examiners has made a dis- 
tinct advance, it might go still further without in any way ex- 
ceeding the standard of requirements which should be met before 
entrance to any profession ; and we trust that, instead of receding 
from the position which it has taken, the board in future will 
make further advances until it has raised the standard to a 
proper level. 

But we have seen that a very small proportion of candidates 
succeeded. What then is the lesson? 

First of all, the high percentage of failures seems to indicate 
inadequacy of instruction given to accounting students at some 
of the institutions which prepare men for examinations, It is 
frequently asserted that the student preparing for any profes- 
sion comes into the profession over-burdened with text-book 
knowledge and almost devoid of practical work-a-day informa- 
tion. Accountancy is no exception to the rule, and it may be 
expecting more than is reasonable to suppose that student ac- 
countants should have practical knowledge of the subject of their 
studies. But because practical knowledge is what is most ur- 
gently required it is desirable that the examinations put before 
candidates should deal with practical matters and case questions, 
and that the institutions which prepare students for examinations 
should devote more attention to practice, even at the possible 
sacrifice of a modicum of theory. 
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The history of the latest examination held by the New York 
Board of Examiners seems to be clear evidence of the need for 
better instruction in our accounting institutions, for the exam- 
ination was not such as to cause any serious difficulty to a man 
properly prepared. Of course there are institutions of learning 
which provide excellent courses of instruction in accountancy, 
but it may not be going too far to say that there is not an insti- 
tution of this sort in the country which could not with advantage 
raise its standards and better its curriculum. 

But while the schools should give adequate instruction in their 
field, it must be recognized that the accountant cannot be made 
in school. The school should be supplemented by office experi- 
ence, and although a nominal experience is required in New 
York the results of the recent examination indicate that the can- 
didates who failed must have appeared before the board with 
insufficient practical experience. The problem presented by this 
phase of the matter is one of considerable difficulty—one to which 
all our state boards should address themselves with thoughtful 
care. 

In the meantime, THE JouRNAL OF ACCOUNTANCY is glad to 
see the advance made in New York and trusts that this step for- 
ward is but the beginning in the development of a truly adequate 
entrance qualification. 


An Excellent Idea 


THE JouRNAL OF AccouNTANCY is always glad to receive 
and ready to act upon suggestions which make for the increase 
of its usefulness to the accounting profession, and accordingly it 
is with pleasure that we publish the letter from Mr. Ciinton H. 
ScovELL which appears on the following page. 


The idea of making Tur Journat a sort of clearing house 
for professional experiences is one that should receive the hearty 
endorsement of accountants throughout the country. It is recog- 
nized that Tur JouRNAL is the representative publication of the 
profession in America and there could be no better medium for 
an interchange of thought than is afforded by its pages. 
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The work of accountancy is constantly broadening and new 
conditions are being encountered every day by members of the 
profession. To one accountant may come an experience which 
will be of great benefit to other accountants and in turn the one 
who is giving his experience may profit by the experience of 
others. An unwillingness to give others the benefit of one’s ac- 
quired knowledge is not only selfish but shortsighted, for, how- 
ever efficient a man may be, he can never attain such proficiency 
that he can learn nothing of advantage to himself. This point 
is well made by Mr. ScovE. and we desire to draw particular 
attention to his letter. 

In all probability there is not an accountant in practice who 
at one time or another has not had some experience which has 
been unexpected to him and which he regards as peculiar. Ac- 
cordingly, it is hoped that the suggestion made by our corres- 
pondent will be carefully considered by readers and will lead to 
a considerable response from all parts of the country. THE 
JouRNAL is more or less the property of the accounting profession 
as a whole, and it is the aim of its management to make it also 
the pride of the profession. In order to be this such suggestions 
as those given in the appended letter should be cordially received 
and enthusiastically adopted. 


Editor, The Journal of Accountancy: 

Sir: I am writing to offer a suggestion which I think would make 
THE JouRNAL more interesting to members of the profession. 

There are two aspects of the matter which I have in mind relating 
respectively to what the accountant finds as he works on different audits, 
and also to what the accountant should do in connection with an audit. 
under different conditions. The most important details in the first group 
are different methods disclosed by audit work for irregularities or 
defalcations. The comptroller of the currency has published a book 
giving the experiences of national bank examiners in forty or more 
banks where things were going wrong, and there can be no question that 
a careful reading of this pamphlet would enable an accountant to do 
very much more thorough and intelligent work in making bank examina- 
tions and bank audits. Bank audits, in particular, offer the greatest pos- 
sible room for discussion, and only the most experienced bank examiners 
can ever accumulate enough experience and personal information to. 
enable them to have a final judgment on the fine points of this work. 

The comptroller’s pamphlet might well be supplemented by the ex- 
perience of practising accountants, especially as certified public account- 
ants generally handle bank work with an emphasis somewhat different: 
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from that of the national bank examiners. Accountants in active prac- 
tice could contribute examples from their own experience in the other 
lines of work, explaining interesting cases of irregularities or defalca- 
tions. The more we know about ways in which fraud has actually been 
perpetrated through accounts, the better are we able to watch for it 
in our daily practice. 

But some examples of peculiar accounting which did not involve fraud 
might be even more interesting to the profession. I have in mind a busi- 
mess where it was convenient to make the ledger the book of original 
entry, preparing the resulting journal entries at the end of the month 
from adding machine lists of items already posted. This unusual ar- 
rangement has worked well for nearly a year, and is economical and 
effective. 

Again a philanthropic organization had kept books in double entry 
for more than fifty years, and supposed that the trial balance and re- 
sulting balance sheet represented the true condition of the business. Pro- 
fessional accountants would be interested to know what weak spots were 
found, and what plans were put into operation to protect the society in 
the future. 

This last example touches on the second aspect of the matter which 
is not entirely independent of the first, because what an accountant de- 
cides to do under unusual conditions will depend largely on his experience, 
or what he knows that other accountants have found necessary in similar 
circumstances. 


To give an example with which every accountant is familiar, I might 
mention the common problem of auditing customers’ accounts. It is 
theoretically easy for a bookkeeper handling both cash and customers’ 
ledgers to abstract cash and either close the customer’s account with 
credits which appear to be allowances on returned goods, or with entries 
which purport to be cash, but are not in any way recorded in the cash 
book; and yet accountants in active practice have widely different opin- 
ions as to the amount of this audit work which it is necessary to do in 
any given case. Few American accountants attempt to check all the 
postings to the credit of customers’ accounts in a business of any size, 
and it is fair to assume that the different treatment which different ac- 
countants give this problem reflects their experience with this possibility 
for fraud. 

Another problem which has to be met every day is the treatment of 
‘inventories. Under what conditions, and in what types of business can 
managers most easily inflate their inventory assets, and what should the 
accountant do in each case to protect himself properly against attaching 
‘his certificate to the unduly favorable balance sheet? 

In making a certificate in regard to the assets of a client, should the 
‘accountant uniformly ask the client to produce the deeds to all of the 
teal estate involved? If not, when may he safely omit this precaution? 
A matter of a different kind, but somewhat in the same class, is the 
question as to how much attention an accountant must give to the records 
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of stockholders’ and directors’ meetings, which are often faulty and 
incomplete. 

If Tue Journat or Accountancy should publish every month letters 
or short articles on subjects such as those mentioned above, it seems 
to me that it would do as much as anything to make the periodical at- 
tractive to practising accountants. A free interchange of experience 
would strengthen everybody concerned and enable us all to do work more 
satisfactory to ourselves and our clients. 

The accountants who are satisfied with their own experience, and 
hesitate to contribute therefrom for the education of others, should bear 
in mind that competition from practitioners who lack knowledge or 
appreciation of the responsible character of their work is the greatest 
obstacle which we have to encounter in our efforts to get well paid for 
the best work that we know how to do. The bookkeeper who thinks 
he can do as well as the certified public accountant often has an entirely 
different idea after he has carefully read two or three typical C. P. A. 
examinations, and every accountant’s broadening knowledge of the pro- 
fessional field, either by experience or study, enlarges his own ideas as 
to the value and importance of accounting work. This seems to me a 
conspicuous opportunity for helpful cooperation among successful prac- 
ticing accountants. 

Very truly yours, 
H. C.P.A. 

Boston, August 3, 1912. 


Washington C. P. A. Examinations 


At the recent examinations for the C. P. A. degree held by the Wash- 
ington state board of accountancy, Miss Verna Bell and Mr. Geo. L. H. 
Landon, both of Seattle, were successful, and have been awarded state 
certificates by the board enabling each to practise as a Certified Public 
Accountant. 
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Conpuctep By Joun R. WitpMAn, M. C. S., C. P. A. 
Pros_eM No. 9 (DEMONSTRATION ) 


Plimpton, Gordon & Grey were partners engaged in the 
wholesale cotton goods business. The respective investments 
were $50,000.00, $30,000.00, and $20,000.00. The copartnership 
agreement provided that the partners should receive interest on 
their respective investments at the rate of 6% per annum. Plimp- 
ton drew $50.00 a week as salary. Gordon and Grey each drew 
$40.00 a week as salary. Partners were allowed to draw against 
profits, irrespective of salaries, but drawings were charged with 
interest at 6%. The goodwill, although not on the books, was 
estimated as worth $20,000.00. It was a matter of agreement 
among the partners that in case of dissolution for any cause 
whatever the goodwill should be apportioned in proportion to 
their respective investments. 

A trial balance of the general ledger, after closing, at Decem- 
ber 31, 1911, was as follows: Land and buildings, $72,300; fur- 
niture and fixtures, $3,000; securities owned (stocks), $10,000; 
merchandise inventory, $45,000; cash, $12,000; accounts receiv- 
able, $37,000; notes receivable, dated December 15, 1911, due 
February 15, 1912, interest 5%, $3,000; bond and mortgage on 
building dated October 1, 1910, due October 1, 1913, interest 
5%, last paid to October 1, 1911, amount of mortgage, $35,000; 
accounts payable, $21,070; notes payable, $10,000, dated Decem- 
ber 1, 1911, due February 1, 1912, interest 5%; reserve for de- 
preciation on buildings, 5% per annum, $7,230; proprietorship— 
Plimpton, $55,000; Gordon, $32,527; Grey $21,473. The aver- 
age gross profit on sales for the past three years had been 35%. 

The transactions during January, 1912, were as follows: 
Purchases, prior to and including January 17, $12,000, subse- 
quent to January 17, $18,000; sales prior to January 17, $13,500, 
subsequent, $20,250; salaries of salesmen, not paid until Febru- 
ary 3, one at $250 a month, three at $200 each, two at $150 each 
a month; expense funds forwarded to salesmen January 10, 
$1,500; expenses for the month reported by salesmen were 
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found upon analysis to be, prior to January 17, $510, subsequent, 
$420; advertising, bills contracted prior to January 17, $90, of 
which space corresponding to $50 was used prior to January 
17, and $40 was not used during the month; office salaries per 
week, exclusive of partners, $174 paid in cash at the end of each 
week; general expense, prior to January 17, $125, subsequent, 
$450; drawings—Plimpton, January 15, $200; Gordon, January 
17, $500; Grey, January 20, $300. Received from customers, 
prior to January 17, $35,000. Paid to creditors, prior to Jan- 
uary 17, $20,000. . 

Plimpton died on January 17, leaving his estate to his wife. 
The business was continued by the surviving partners who did 
not settle with the widow until April 30, at which time, however, 
they paid her what was due her with interest at 6%. Prepare 
an accounting such as the partners might have rendered to the 
widow. 


SoLution to Prostem No. 9 


Copartnership settlements are among the most difficult ac- 
countings to prepare. The agreements rarely stipulate clearly 
what shall be done in case of death. 

It is a well-known fact, of course, that death terminates a 
contract. Copartnership agreements are no exception to this 
general rule. Death, however, does not by any means terminate 
the business. The business may continue if the surviving part- 
ner or partners so elect. In such cases, the continuing partners 
become trustees in the business for the estate of the deceased 
partner. 

The point at issue is the determination of the extent of the 
interest of the deceased at the time of his death. Unfortunately 
for the accountant, death pays no respect to the periods which 
govern the stating of accounts. Rarely does a death occur at 
the end of the month or year at which times inventories are 
taken and other measures incident to the closing of the books 
effected. On this account it becomes necessary to draw a sharp 
line of demarcation in the financial transactions at the date of 
death unless the copartnership agreement provides that the in- 
terest of the deceased shall be determined as at the end of the 
month or year in which the death occurs. 
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Such was not the case, apparently, judging from the text of 
the problem, in the copartnership of which Plimpton, Gordon and 
Grey were members. Plimpton died on January 17, and we are 
charged by the problem with the preparation of an accounting 
such as the surviving partners would probably have rendered to 
the widow. 

The question before us is to determine the extent of Plimp- 
ton’s share, or equity, in the business at the close of business on 
January 17. It is presumed to be the desire of the surviving 
partners to render to the widow such an accounting as will be 
complete and satisfactory. To do this it would seem necessary 
to prepare not only a statement which would show financial con- 
dition at January 17, but an additional statement which would 
establish the connection between such statement of financial con- 
dition and the last preceding similar statement which Plimpton 
is presumed to have received. It is therefore suggested that the 
problem will be properly solved and the most exacting demands 
of the widow satisfied if there is prepared a general balance 
sheet at the close of business January 17, 1912, and a statement 
of income and profit and loss for the seventeen days from De- 
cember 31, 1911, to said date, supplemented by an interest calcu- 
lation which will show how much the widow was to have re- 
ceived on April 30, 1912. 

The first step in the solution consists in setting up a working 
sheet which will have as its basis the items comprising the trial 
balance of the general ledger at December 31, 1911. Subse- 
quently, journal entries, setting forth the transactions for the 
portion of the month, prior to and including January 17, together 
with accruals at said date, may be framed. If these then be 
posted in the adjustment columns and the accounts adjusted and 
classified, there can be found with very little difficulty the items 
from which the balance sheet and income statements may be 
prepared. Assuming that the working sheet has been raised with 
the items of December 31, 1911, therein, the journal entries are 
now given: 


* * * * * 
* * * 
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Galasion of 630.55 
To salaries accrued ..... ovtdsteccvadereenton 
17/31 of $1,150.00 
* * * * * 
* * * * « 
Traveling expenses—salesmen 510.00 
To traveling expense funds................. 
* * * * 7 
40.00 
+ * * * * 
* * * 
125.00 
Plimpton—drawing account ......... 200.00 
Gordon—drawing account 500.00 
* * * * . 
To accounts sectivellle 
+ * * * * 
* * + * * 
FO 
Plimpton—drawing account ............. 
Gordon to Jan. 17—2™% weeks at $40.......... $100 
Grey to Jan. 17—2™% weeks at $40 ........... 100 
Plimpton to Jan. 13—2 weeks at $50 ......... 100 
$300 
Plimpton accrued to Jan. 17—™% week at $50.. 25 
$325 
* * * * * 
Accrued interest on notes receivable ................- 13.32 
To interest on notes receivable .............. 
I month, 2 days (legal method). 
* + * * * 
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Interest on bond and mortgage payable .............. 514.21 
To interest accrued on bond and mortgage 
3 months, 16 days (legal method). 
* * * 
To interest accrued on notes payable ......... 
1 month, 16 days (legal method). 
. * * * * 
To Plimpton, drawing account ............... 
Gordon, drawing account ............... 
Grey, drawing account .................. 
16 days (legal method). 
* * . * * 
2 days (legal method). 
* * * * * 
Provision for depreciation of buildings .............. 330.74 
To reserve for depreciation of buildings ..... 


17/365 of $7,230.00. 


To Plimpton, capital account ................ 
Gordon, capital account ................. 
* * * 
* * 


260.91 
To Plimpton, drawing account .............. 
Gordon, drawing account ............... 
Grey, drawing account .................. 
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131.51 


336.74 
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78.90 
52.60 
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10,000.00 
6,000.00 
4,000.00 
47,000.00 
86.97 
86.97 
86.97 
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WORKING SHEET—JANUARY 17, 1912 
Statement 
Trial of income 
Balance Adjustments Balance and Profit 
Dec. 31,1911 Dr. Cr. Sheet and Loss 
Land and buildings ........ ye $ 72,300.00 $ 72,300.00 
‘ Furniture and fixtures ............... > 3,000.00 3,000.00 
Securities owned ..... 10,000.00 10,000.00 
Merchandise—inventory bee's 45,000.00 $47,000.00 *$ 2,000.00 
( 300.00) 
( 20,000.00) 
- 12,000.00 $35,000.00 ( 1,500.00) 24,065.00 
( 435.00) 
( 700.00) 
37,000.00 13,500.00 35,000.00 15,500.00 
Salaries of salesmen ..... 630.53 630.53 
Traveling expense funds ............... 1,500.00 510.00 990.00 
Traveling expense—salesmen .......... 510.00 510.00 
Advertising—unused) . 40.00 40.00 
General expense ..... domes 125.00 125.00 
Accrued interest on notes receivable .... 13.32 13.32 
Interest on bond and mortgage payable. . 514.21 514.21 
Interest on notes payable ............ P 63.58 63.58 
for of buildings... 336.74 336.74 
$182,300.00 $195,908.32 $13,513.98 
$ 35,000.00 $ 35,000.00 
( 90.00) 13,285.00 
( 125.00) 
Reserve for depreciation of buildings.... 7,230.00 336.74 7,566.74 
Proprietorship : 
32,527.00 6,000.00 38,527.00 
sds 21,473.00 4,000.00 25,473.00 
Drawing accounts : 
( 86.97) 
( 131.51) 
( 86.97) 
( 86.97) 
630.53 630.53 
Interest on notes receivable ............ 13.32 13.32 
Interest accrued on bond and mortgage 
es 514.21 514.21 
Interest accrued on notes payable....... 63.58 63.58 
on GFAWINGS .66 .66 
$182,300.00 $195,908.32 $13,513.98 
* Credit item. 
+ Debit item. 
231 
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PLIMPTON, GORDON & GREY 
GENERAL BALANCE SHEBT—JANUARY 17, 1912 


Assets i Liabilities and Capital 
Land and buildings ........... $ 72,300.00 Bond and mortgage payable ....$ 35,000.00 
Furniture and fixtures ........ $ 3,000.00 Current liabilities : ; 7 
——_—_—_—__—— Salaries accrued ........... $ 630.53 
Securities owned ............. $ 10,000.00 Accounts payable ........... 13,285.00 
$ 20,000.00 Interest accrued on bond and 
mortgage payable ........ 514.21 
Merchandise—inventory ....... $ 47,000.00 Interest accrued on notes pay- 
Current assets: 
$ 25,055.00 Total current liabilities. .$ 24,493.32 
Accounts receivable ......... 15,500.00 
Notes receivable 3,000.00 Proprietorship : 
Accrued interest on notes re- Restricted : 
13.32 Reserve for depreciation of 
Total current assets...$ 43,568.32 Unrestricted : 
Plimpton ......$65,042.82 
Advertising—unused .......... $ 40.00 errr 38,192.87 
25,612.57 128,848.26 
Total proprietorship. .... $136,415.00 
$195,908.32 Total liabilities and capital. .$195,908.32 


PLIMPTON, GORDON & GREY 


STATEMENT OF INCOME AND ProFit AND Loss FOR THE SEVENTEEN 
Days Enpep JANUARY 17, 


$13,500.00 
CosT OF SALES: 

$12,000.00 

Less—increase in inventOry ..........cccccccecvecs 2,000.00 10,000.00 
SELLING EXPENSE: 

Traveling expenses—salesmen 510.00 1 

50.00 

ADMINISTRATIVE EXPENSE: 

NET PROFIT ON SALES—INCOME FROM OPERATION ........ $ 1,424.47 
OTHER INCOME—INTEREST ON NOTES RECEIVABLE ........ 13.32 
DEDUCTIONS FROM INCOME: 

Interest on bond and mortgage payable.......... -».$ 514.21 
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Interest on notes payable ............ccccecescecces 63.58 
Interest on investment (net) ........ 262.35 
840.14 
NET INCOME—PROFIT AND LOSS .........ccccecesceeees $ 507.65 
PROFIT AND LOSS CHARGE—PROVISION FOR DEPRECIATION 
PROFIT AND LOSS SURPLUS FOR THE PERIOD .............. $ 260.91 


Plimpton Gordon |. Grey 
31, I911..$55,000.00 $32,527.00 $21,473.00 


10,000.00 6,000.00 4,000.00 
Interest on investment ..... 130.85 78.90 52.60 
Salary acermed 25.00 
$65,155.85 $38,605.90 $25,525.60 
Deduct—drawings ........... 200.00 500.00 


PROPRIETORSHIP, AS $38,105.90 $25,525.60 128,587.35 
.97 86.97 86.97 


PROPRIETORSHIP—JAN. 17, 1912. .$65,042.82 $38,192.87 $25,612.57 $128,848.26 


ACCOUNT OF DECEASED PARTNER—FINAL SETTLEMENT 


INTEREST—JANUARY 17 TO APRIL 30, 1912—3 months and 13 days 


ProstEM No. g-A (PRACTICE) 


The balance sheet of Redmond, Short & Collins, March 31, 
1912, contained the following items: 


Land and buildings, $80,000; furniture and fixtures, $3,000; 
$10,000 St. Louis & Southern Mountain 4’s, carried at par, inter- 
est payable May 1 and November 1, last collected November 1, 
1911; merchandise inventory, $50,000; cash, $15,000; accounts 
receivable, $32,000; note receivable, dated March 12, 1912, in- 
terest 6%, $4,000; bond and mortgage payable, $50,000, interest 
6% payable January 1 and July 1, last paid January 1, 1912; ac- 
counts payable, $24,725; notes payable, $12,000, dated March 
I, 1912, interest 5% ; reserve for depreciation of buildings (1%4 
years), $5,000; capital—A. Redmond, $54,327 (investment. 
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$40,000, drawing account $14,327); capital—B. Short, $23,484 
(investment, $20,000, drawing account, $3,484) ; capital—C. Col- 
lins, $24,464 (investment $20,000, drawing account, $4,464). 

The transactions during April were as follows:, Purchases, 
$40,000 ; sales, $35,000; advertising expense (for April magazine 
insertions, invoices received but unpaid at April 30); salaries 
of salesmen, $900 (paid April 30) ; traveling expenses, salesmen, 
$675 (expense reports received but not vouchered at April 30) ; 
salaries of clerks, $150 a week (paid to include April 27); 
salaries of partners, paid by the week, Redmond, $40; Short, 
$30; Collins, $25; general expense, $240; drawings—Redmond, 
$200, April 2; Short, $300, April 15; Collins, $250, April 20; 
receipts from customers, $17,500; payments to creditors, $20,000. 

Interest was according to the copartnership agreement al- 
lowed on investments and charged on drawings at the rate of 6% 
per annum. 

Short died on April 15. 

The goodwill was for the purpose of settlement valued at 
$15,000. Analyses showed purchases prior to April 15 to be 
$22,786; sales, $19,427; collections on accounts receivable, $9,- 
827; payments to creditors, $7,500. The inventory ascertained by 
working back the sales at cost was estimated at $57,957. 

Prepare an accounting to be rendered to the heirs of the 
deceased partner, assuming that settlement was had with them 
on May 5, 1912, and that interest was allowed on Short’s capital 
from the date of his death to the date of settlement. 


Ge 
+. 


Annual Meeting of American Austiadin 


Following is a copy of the official programme for the forthcoming 
annual meeting of the American Association of Public Accountants: 


Monpay, SEPTEMBER 16, 1912 


10:00 A. M.—Trustees’ Meeting 
4:00 P.M.—Informal Reception at Convention Headquarters at La 


Salle Hotel 
8:00 p. M.—Theatre Party 


Tuespay, SEPTEMBER 17, I912 


10:00 A. Mi—Opening business session, address of welcome by representa- 
tive of the Mayor of the City of Chicago 
Appointment of Committee on Credentials 
Presentation of Reports of various Committees of the Amer- 
ican Association and speeches by visiting representatives of 
foreign Societies and Institutes 
12:30 P.M.—Luncheon to Delegates by individual members of Illinois 
Society of Certified Public Accountants 
2:30 p.M.—Paper on “The Abuse of the Audit in Selling Securities,” 
by Mr. Alexander Smith, of the firm of Peabody, Houghtel- 
ing & Co., Chicago, to be followed by general discussion 
Paper on “Who can qualify for Governmental Accounting,” 
by Mr. George E. Frazer, A.B., LL.B., of the Wisconsin 
Bar, instructor in accounting at the University of Wiscon- 
sin, and the accountant for the Wisconsin State Board of 
Public Affairs 
8:30 p.m.—Reception and dance, with light refreshments, at the South 
Shore Country Club 


WEDNESDAY, SEPTEMBER 18, 1912 


10:00 A. M.—Report of Committee on Credentials 
Election of Officers for the ensuing year and selection of 

City at which next Annual Meeting and Convention is to 
be held 

12:15 P.M.—Luncheon at La Salle Hotel as guests of the Ways and 
Means Committee of the Chicago Association of Commerce, 
at which Mr. Edward L, Suffern, C.P.A., President of 
the American Association, and Mr. Herbert M. Temple, 
C.P.A., of the firm of Temple, Webb & Co., will speak on 
topics of professional interest 

2:30 Pp. Mi—Paper on “Federal Control of Corporations,” by Mr. Robert 
H. Montgomery, C.P.A., of the firm of Lybrand, Ross 
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Bros., and Montgomery, to be followed by general dis- 
cussion 

Paper on “Relations between Bankers and Accountants,” by 
Mr. David R. Forgan, President, National City Bank of 
Chicago, to be followed by general discussion 

7:00 Pp. M.—Dinner and Smoking Concert at the Mid-Day Club for the 

members of the American Association. Edward E. Gore, 
Chairman. 


Special Entertainment for Ladies 


11:30 A.M.—Leave La Salle Hotel by automobiles for visit to “Hull 
House,” where luncheon will be served at 1:00 P. M. 

2:00 p. Mi—Automobile drive through Chicago’s system of Parks and 
Boulevards passing through South, Washington and Jack- 
son Parks on the South Side, Douglas, Garfield and Hum- 
boldt Parks on the West Side, and Lincoln Park on the 
North Side. Tea will be served at 4:30 Pp. m. at the Mission 
Inn 

8:30 p. M@i—Progressive “Bridge” Party—with light refreshments 


THuRSDAY, SEPTEMBER 19, I9I12 


9:00 A. M.—Trip to Gary, by special train, to inspect the plant of United 
States Steel Corporation. Luncheon will be provided. 
Installation of newly elected officers of the American Asso- 
ciation 
8:00 p. Mi—Annuai banquet at La Salle Hotel 


Toastmaster: Silas H. Strawn, Esq. 


SPEAKERS: 

Hon. Oscar W. Underwood, M.C., Washington, D. C. 

Harry A. Wheeler, Esq., Vice-President, Union Trust Co. and President 
Chamber of Commerce of United States of America 

President Edmund J. James, University of Illinois 

Stephen S. Gregory, Esq., President American Bar Association 

Eugene U. Kimbark, Esq., President The Chicago Association of Com- 
merce 


Visiting Representatives of Foreign Societies and Institutes. 
Fripay, SEPTEMBER 20, 1912 


Annual Golf and Tennis Tournament at one of the nearby Country 
Clubs. 


INFORMATION 


Any information required will be gladly furnished by the Chairmen 
of the various Committees, to whom all communications should be ad- 
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dressed, or by Mr. R. O. Berger, Secretary of the Illinois Society of 
Certified Public Accountants, 134 So. La Salle Street, Chicago, Ill. 


CoM MITTEES 


Joint Executive Committee 


Arthur Young, Chairman 


Harold Benington, Secretary 
| Edward E. Gore W. Ernest Seatree i 
J. Porter Joplin Allen R. Smart 
Ernest Reckitt A. S. Vaughan | 
Reception and Registration of Guests | 
J. Porter Joplin, Chairman i 
John Alexander Cooper Harold Benington i 
Papers, Speakers, etc. ft 
Allen R. Smart, Chairman 
Ernest Reckitt Seymour Walton q 
F. R. Roberts Frank M. Boughey j 
Guests and Invitations ( 
Ernest Reckitt, Chairman q 
J. Porter Joplin A. S. Vaugha 
Entertainment 
W. Ernest Seatree, Chairman 
Edward E. Gore James Hall q 
H. G. Phillipps 
Banquet 
Ernest Reckitt, Chairman q 
Wm. H. Roberts J. P. McGregor i 
Transportation 
A. S. Vaughan, Chairman 
R. O. Berger W. M. Reay ta 
Publicity | 
Edward E. Gore, Chairman 
H. G. Phillipps W. W. Thompson : 
Ladies’ Reception and Entertainment if 
Mrs. Ernest Reckitt Mrs. H. G. Hook ' 
Mrs. C. H. Langer Mrs. W. Ernest Seatree a 


Miss Anna Cooper 
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Book Department 


Epitep sy Lee Pxa.D. 


THE HUMAN FACTOR IN WORKS MANAGEMENT. By James 
Hartness, M.E. 159 pages. McGraw Hill Book Company, New 
York, 1912. Price, $1.50. 

In this book the author has endeavored to attack the problem of 
efficiency by showing the advantages gained from the proper use of the 
human being and the value of habit both as a present means and as one 
by which progress can most easily be made. 

In chapters one and two, Mr. Hartness very ably sets forth the quali- 
ties and value of habit. He shows how the tendency of modern organ- 
ization is to concentrate and specialize, and as a result the increased 
efficiency due to the use of habit is obtained. The author claims that 
scientific management in practice seems to lay emphasis on the best 
use of present means and that this is usually obtained by giving instruc- 
tion to the workers that helps them make more efficient use of their 
energies and present means. 

Greater benefits, however, can be obtained by developing habit in the 
worker to the very highest degree. He carefully discusses the point 
that it is necessary to get the right man for the task and then to train 
him so that his task is performed as a habit and not as the result of 
fatiguing mental strain. If properly developed the inertia of habit is 
undoubtedly the most valuable asset of the worker and tends to the 
production of the greatest efficiency. 

Chapter three briefly gives the various views of organization held 
by the manager, and chapter four discusses the methods of increasing 
the assimilating capacity of the worker. 

Parts two and three contain an interesting discussion on machine de- 
sign and building, and the various effects that it has on the workers who 
are employed. The book is worthy of consideration if one is interested in 
the organization or efficiency problems of modern industry. 


JOINT TRANSACTIONS OF THE CHARTERED ACCOUNTANTS’ 
STUDENTS SOCIETIES, 1911. 424 pages. Gee & Co., London, 
1912. Price, 4 shillings. 

This is a book issued under the auspices of the Union of Chartered 
Accountant Student Societies and consists of various papers read before 
the students’ societies of England. 

The most interesting papers for American practice are the following: 
The Promotion and Accounts of a Private Limited Co., by M. W. Jenkin- 
son, F.C.A.; Reserves, Annuities and Sinking Funds, by E. E. Spicer, 
F.C.A.; Balance Sheet Values and Reserve Funds, by W. R. Hamilton, 
F.C.A. ;]nvestigations of Accounts for Purposes Other Than Flotations, 


238 


¢ 


Book Department 


H. R. Marland, A.C.A.; Debentures, by J. Sampson, Solicitor; and 
Frowds, by Daniel Hill, F.C.A. 


BOOKKEEPING FOR BEGINNERS. By G. W. Wueeter. Gee & Co., 

London, 1912. 39 pages. Price, 1 shilling 8 pence. 

This is a very short and simple exposition of the elements of book- 
keeping. Although intended for the use of students gaining instruction 
by self-study, it is probable that the treatise is much too short to allow 
proper grasp of bookkeeping to be obtained even after a most careful 
perusal. 

While it is true that the author claims it to be only an introduction 
to be used before the study of more advanced books, it would be better 
to make the treatise more extensive. 


THE PRINCIPLES OF MODERN BOOKKEEPING. By W. R. Han - 
ILTON, F.C.A. 144 pages. Gee & Co., London, 1912. Price, 4 shillings. 
Although the author deals with a phase of accounting upon which 

many works have been published, he has produced a book of much orig- 

inality. He not only treats of the fundamental principles of bookkeeping, 
but lays particular stress on the application of these principles in modern 
systems. 

Mr. Hamilton in the preface makes the following statement which 
gives a clear idea of the scope and purpose of the book: “This book does 
not profess to deal exhaustively with the subject of bookkeeping as an 
art, attention being concentrated on its spirit rather than on its form. 
All systematic bookkeeping is based on a principle, but on one which 
modern abbreviations necessarily tend to obscure. The book is an at- 
tempt to set forth this principle, and to show that, however obscured it 
may be, yet it exists, and must be thoroughly grasped by anyone who 
would become proficient in the art.” 

The treatment shows that the author has not attempted to follow the 
ordinary methods of presentation and as a result he has produced a book 
that is of practical value to students familiar with the theoretical side of 
bookkeeping, since it gives an exposition of the application of theory in 
actual business. 


Michigan C. P. A. Examinations 


At the examinations held by the Michigan State Board of Accountancy 
on June 28-29, David Smith, William Leslie and Alex. Van Oss, all of 
Detroit, were successful. 

The next examination of the Board will probably be held at the 
Detroit Technical Institute some time in December. 
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Correspondence 
Deferred Credits to Profit and Loss 


Editor, The Journal of Accountancy: 

Sir: A great many of us do not appear to have a very clear concep- 
tion of the distinction between a liability known as a deferred credit to 
profit and loss and a reserve. No doubt we could get it straightened 
out if the matter was placed before the readers of THE JourNaL. When 
I say “reserve,” I mean a true reserve, not one to take care of depre- 
ciation, which is properly shown as a deduction from the asset which 
it reduces. 

In order to bring out clearly what I wish to say, allow me to show 
one classification of a balance sheet wherein both deferred credits and 
reserves are given. 


Assets Liabilities 
Current (or quick or floating) Floating (or current) 
Fixed Fixed 
Tangible 
Intangible 


Deferred charges to profit and loss Deferred credits to profit and loss 
Net Capital 


Capital stock 
Reserves 
Surplus (unappropriated) 


Leaving out of consideration the practice of adding the discount on 
a bond issue to the fixed asset, to create which the bonds were sold, there 
seems to be no question as to the propriety of holding such an item 
in assets under deferred charges to profit and loss, and charging it off 
in installments during the life of the bonds. When we come to the 
converse of this—premium on a bond issue—the matter does not seem 
to be so clear. Sometimes we talk about putting it in a reserve and 
taking credit for it in the profit and loss account, and hence in dividends, 
in installments. Should we not rather place it under deferred credits 
to profit and loss? It is not a liability in the strict sense of the word, 
it is true, but neither is the discount an asset in that sense. We have 
no third place to put an item; it must either be the profit and loss account 
or the balance sheet. If we say the premium should be placed under 
net capital immediately when earned because it belongs to us, must we 
not also say that discount must be charged to net capital as soon as given 
because it has reduced our worth? 
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Interest paid in advance belongs under deferred charges to profit and 
loss and I should think interest collected in advance belonged under 
deferred credits to profit and loss and not under reserves. There seems 
to be no reason for calling discount and premium on bond issues an asset 
and a liability except that they do not belong on the profit and loss 
statement; but this interest which is paid and collected in advance seems 
to be an asset and a liability respectively, for another reason. Speaking 
of the collected in advance item will show what I mean as to both. The 
obligor might prepay the debt, that right having been reserved. If he 
did the interest would have to be refunded. It appears like a genuine 
liability. 

Just because interest collected in advance is a liability for the last 
mentioned reason is not proof that premiums on bonds issued belongs 
under reserves and not under the same classification as the interest. As 
already mentioned no one seems to doubt that it is perfectly proper to 
place the discount on bond issues under deferred charges. We also place 
there insurance premiums paid in advance. Policies could be cancelled 
at any time and a portion of the premium refunded. (I refer to fire 
insurance.) These, then, are about the same kind of assets as interest 
collected in advance is a liability. Premium on bonds may not belong in 
the same class as interest collected in advance, but it does not follow that 
for that reason it should be shifted to net capital, rather than make 
another classification for it, unless we also shift to net capital the dis- 
count on bonds, Neither would that then belong to the same class as 
interest paid in advance or insurance premiums paid in advance. 

Yours truly, 
Wm. J. Parrerson. 

Pittsburgh, August 12, 1912. 


[The questions asked in this letter being more or less closely asso- 
ciated with the discussion undertaken by Mr. H. C. Bentley in his article 
on The Stardardization of Accounting Forms and Methods, have been 
referred to Mr. Bentley and are answered by him on another page of this 
issue of THe JourNaL or Accountancy.—Editor, THe JourNnaL or Ac- 
COUNTANCY. ] 


Announcements 


H. A. Moser and Craig Carrier announce the formation of a part- 
nership under the firm name of Moser and Carrier for the practice of 
accountancy. The offices of the firm are in Wilcox Building, Portland, 
Oregon. 
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